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Nkonkobe Local MunlcipaHty 

GROUP ANNUAL FINANCIAL STATEMENTS 

for the year ended 30 June 201 2 


Accounting Officer's Responsibilities and Approval 

The accounting officer is required by the MunrcipaJ Finance Management Act (Act 56 of 2003), to maintain adequate accounting records and 
is responsible for the content and integrity of the annual financial statements and related financial information included in this report, it is the 
responsibility of the accounting officer to ensure that the annual financial statements fairly present the state of affairs of the municipality as at 
the end of the financial year and the results of its operations and cash flows for the period then ended. The externa! auditors are engaged to 
express an Independent opinion on the annual financial statement and was given unrestricted access to all financial records and related data. 

The annual financial statements have been prepared in accordance with Standards of Generally Recognised Accounting Practice (GRAP), 

The annual financial statements are based upon appropriate accounting policies consistently applied and supported by reasonable and 
prudent judgements and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established by the 
municipality and place considerable importance on maintaining a strong control environment. To enable the accounting officer to meet these 
responsibilities, the accounting officer sets standards for internal control aimed at reducing the risk of error or deficit in a cost effective 
manner. The standards include the proper delegation of responsibilities within a clearly defined framework, effective accounting procedures 
and adequate segregation of duties to ensure an acceptable level of risk. 

These controls are monitored throughout the municipality and all employees are required to maintain the highest ethical standards in ensuring 
the municipality’s business is conducted in a manner that all reasonable circumstances is above reproach. The focus of risk management in 
the municipality is on identifying, assessing, managing and monitoring afl known forms of risk across the municipality. While operating risk 
cannot be fully eliminated, the municipality endeavours to minimise it by ensuring that appropriate infrastructure, controls, systems, and 
ethical behaviour are applied and managed within predetermined procedures and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management that the system of internal control 
provides reasonable assurance that the financial records may be relied on for the preparation of the annual financial statements. However, 
any system of internal financial control can provide only reasonable, and not absolute, assurance against material misstatement or deficit. 

The accounting officer has reviewed the municipality’s cash flow forecast for the year ended 30 June 2013 and, in the light of this review and 
the current financial position, he is satisfied that the municipality has or has access to adequate resources to continue in operational existence 
for the foreseeable future. 

The annua! financial statements are prepared on the basis that the municipality is a going concern. 

Although the accounting officer is primarily responsible for the financial affairs of the municipality, they are supported by the municipality’s 
external auditors. 

The external auditors are responsible for independently reviewing and reporting on the municipality’s annual financial statements. 

The annual financial statements set out on pages 7 to 43, which have been prepared on the going concern basis, were approved by the 
accounting officer on 31 August 2012 and were signed on its behalf by: 


\ 


Mr. K. 

Accounting Officer 
30 September 2012 
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Nkonkobe Local Municipality 
ANNUAL FINANCIAL STATEMENTS 
for the year ended 30 June 2012 


Foreword 

It gives me great pleasure to present the annual financial statements for the 2011/2012 financial year. The Municipal Finance Management Act 
provides that a municipality must prepare the annua) financial statements of the institution and, within two months after the end of the financial year 
to which those statements relate, submit them to the Auditor General for auditing. During the last financial year we presented improved financial 
statements to Council. This year, as we endeavour to make further improvements to our financial statements, as the municipality we have tried our 
utmost best to adhere to the Generally Recognised Accounting Practices when preparing the finanial statements - to produce reports attuned to 
specific needs of the Nkonkobe community. 


The annual financial statements for the year under review - 2011/2012 ' portray a different picture than the last financial year. This is with regards to 
financial viability and debt management of the municipality. As an institution with a thin revenue base we have devised strategies to enhance our 
revenue, so that we are able to move away from grant dependency and become a self sufficient municipality. 

To this end, we have established a technical unit in order to do most projects in-house, and some of the projects are funded through our own 
revenue. As a result, I can safely say that the current financial statements are a true reflection of all the institution's financial activities in the year 
under review. The challenges that the municipality faced before should be a thing of the past and as such, we firmly believe that we can do better to 
change the situation from qualified to clean audit. 

We are especially pleased to have a functional audit committee and we have also beefed-up our Internal audit unit. This purports that the 
municipality is determined to strive for clean audit outcomes. Our audit committee Is committed to ensuring that the municipality performs better. 



30 September 2012 
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Nkonkobe Local Municipality 
GROUP ANNUAL FINANCIAL STATEMENTS 
STATEMENT OF FINANCIAL POSITION 

as at 30 June 2012 




Group 

Nkonkobe Locai Municipality | 


Note 

2012 

2011 

2012 

2011 



R’OOO 

R*000 

R 

R 

ASSETS 






Current assets 






Cash and cash equivalents 

1 

5.635.748 

4,561 .099" 

- 

2.558.542" 

Trade and other receivables from exchange transactions 

2 

7.439,105 

13,118.391 

7.439.105 

13,118.391 

Other receivables from non^exchange transactions 

3 

4.062,054 

7,478.200 

4,062.054 

6.634.563 

Other receivables from non-exchange transactions 

4 

590.382 

565,355 

590.382 

565.355 

Other receivables from non-exchange transactions 

10 

1.665,341 

1,177,507 

1.665.341 

1.177.507 

Non-current assets 






Property, plant and equipment 

5 

288.158,686 

276.333,926 

287,660,781 

275.893.294 

Intangible assets 

6 

186.359 

121.418 

186.359 

121.418 

Investment property carried at fair value 

7 

16,386.200 

14.893.200 

16.386.200 

14,893.200 

Total assets 


324,123,874 | 

313,249,095 

317,990,221 1 

314,962,269 

LJABJLtTtES 






Current liabilities 






Trade and other payables 

8 

23.017.317 

18,990.946 

22,227,280 

18.951.124 

Consumer deposits 

9 

1,109.130 

1.037.039 

1.109,130 

1.037.039 

Bank overdraft 

1 

310.452 

- 

310,452 


Current portion of unspent conditional grants and receipts 

11 

5.000,111 

2.966,870 

170.634 

1,037,004 

Current portion of borrowings 

^2 

- 

3.520.1 71 


3.520.171 

Current portion of finance (ease liability 

13 

157.211 

- 

157.211 


Other current financial liabitiUes 

14 

13.052 

12.840 

13,052 

12.840 

Non-current liabltfttes 






Non-current finance lease liability 

13 

201.002 

- 

201,002 

- 

Non-current provisions 

IS 

33.487.726 

24.343,020 

33,487.726 

24.343.020 

Total liabilities 


63,296,001 1 

50,870,885 

57,676,487 

48,901,198 







Net assets 


260,827.873 | 

267,373,210 

260,313,735 

266,061,071 

NET ASSETS 






Reserves 


4.152,100 


4,152,100 

- 

Accumulated surplus 


256.675,773 

267.378.208 

256.161.635 

266.061.071 


Total net assets 


260,327,373 


267,373,209 


260,313,735 


266,061,071 


ISfkonkobe Local Municipality 
GROUP ANNUAL FINANCIAL STATEMENTS 
STATEMENT OF FINANCIAL PERFORMANCE 
for the ytar ending 30 June 2012 




1 Group 

Nkonkobe Local Municipality j 


Note 

2012 

2011 

2012 

2011 



R'OOO 

R'OOO 

R 

R 

Revenue 






Non-exchange Revenue 






Property rates 

16 

19.069.818 

15.632,871 

19.069.818 

15.632.871 

Government grants and subsidies 

21 

111.909.643 

105.204,729 

106.218.163 

98.633.372 

Fines 


76.910 

432.800 

76.910 

432.800 

Exchange Revenue 






Service charges 

17 

25.309.430 

15.022.783 

25.309.430 

15.022.783 

Rental of facilities and equipment 

18 

330.689 

215.032 

330.689 

215.032 

Interest earned - external investments 

19 

888.261 

1,254.661 

870.954 

1.081.540 

Interest earned • outstanding receivables 

20 

1 ,672.997 

5.131.802 

1.672.997 

5.131.802 

Licences and permits 


2.154,470 

2.180.958 

2.154.4 70 

2.180.958 

Other income 

22 

1.705.421 

4.683.222 

1.507.306 

4.654.122 

Total revenue 


163,117,639 I 

149,758.857 

157,210.737 1 

142,985,278 

Expenses 






Employee related costs 

23 

54.507.548 

47.197.763 

51.149.806 

43.864.502 

Remuneration of councillors 

24 

10.464.769 

9.957.032 

10,464.769 

9.957,032 

Bad debts 

2.3 

7.153.286 

18.866.779 

7.153-286 

18.866,779 

Depreciation and amortisation expense 

25 

22.859.209 

21,376.854 

22.755.198 

21,313.328 

Repairs arrd maintenance 


1 1 .688.518 

8.901.698 

! 11.686.611 

8.891,821 

Finance costs 

26 

98,158 

988.859 

98.158 

988.659 

BulK purchases 

27 

17.090,908 

18.163.361 

17.090.908 

18,163.361 

Grants and subsidies paid 

28 

i 9.674.167 

6.754.101 

10.640.770 

7,691.014 

Transfers and Donations 


486,747 

- 

- 


General expenses 

29 

39.647.064 

28.201.078 

36.001.347 

26.174.895 

Total expenses 


173.670,375 I 

160,407,326 

167.040,854 1 

154.911,391 

Loss on sale of assets 

30 

149.699 

125.458 

69.319 

125.458 

Deficit for the year 


(10,702,434) 1 

(10,773,927) 

(9,399,436) | 

(12,051,571) 









Nkonkobe Local Municipality 
GROUP ANNUAL FINANCIAL STATEMENTS 
STATEMENT OF CHANGES IN NET ASSETS 
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Nhonkobe Local Municipality 
GROUP ANNUAL FINANCIAL STATEMENTS 
CASH FLOW STATEMENT 
Bt 30 June 2012 


Note 


CASH FLOWS FROM OPERATING ACTIVITIES 


Receipts 

Sales of goods and services 
Grams 

(aterest received 
Other receipts 


Paymenls 

Employee costs 
SuppfJets 
Interest pekt 
Grants S Transfers 

Net cash flows from operstirtg activUies 31 

CASH FLOWS FROM INVESTING ACTIVITIES 

Pufchose of assets 

Proceeds on disposal of assets 

Net cash flows from Investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES 

New borrowings raised / (Repaid) 

Increase / (Decrease) in short term borrowings 
Increase in Consumer deposits 


Net cash flows from flrtancing activities 


Net increase / (decrease) in net cash and cash equivalents 

Not cash and cash equivalents at beginning of period 

Net cash and cash equivalents at end of period 32 


Group I Nkonttobe Local Municipality 


2012 

2311 

2012 

2311 

R'OOO 

R'OOO 

R 

R 


167.603.023 j 

128,309,182 

157,821,410 

127,693,144 

47.551,091 

16,937,736 

47.551,991 

16.937.736 

115.963.018 

100.330,861 

106.218,162 

99.887,944 

2.530.708 

6.386.463 

2.543.950 

6.213.341 

1.307,306 

4.654,122 

1.507.306 

4.654.122 

(130,700.944) 

(107.786.777) 

(124.736,322) 

(102.451.813) 

38.324.492 

49,600.773 

52,489.970 

44.354,809 

61.527.524 

49,417.330 

61.527,524 

49,417.330 

93,158 

983.650 

98,158 

988.659 

10,640.770 

7,691,014 

10.640.770 

7,691,014 

36.317,373 

20,522,406 

33,085,088 

25,241,331 

(32.027.325) 

(31,613.440) 

(31,928,526) 

(31.128,922) 

(69,319) 

(125.458) 

(69.319) 

(125.458) 

(32.396,643) 

(31,738,898) 

(31.997,846) 

(31,254.380) 

201,002 

(1,731.189) 

201,002 

(1.731.169) 

(4.229.330) 

1,037.004 

(4.220.330) 

1.037,004 

72.091 

95.231 

72.091 

95.231 

(3.956,237) 

(598,954) 

(3,958,237) 

(598,954) 

764.196 

(11,815.446) 

(2,868.695) 

(6,612,004) 

4.561,099 

18,376.546 

2.558,542 

9,170,546 

5,325,296 

4. 561 .099 

(310.452) 

2.558,542 
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Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 


1 BASIS OF ACCOUNTING 

1 .1 BASIS OF PRESENTATION 

The annual financial statements have been prepared on an accrual basis of accounting and are in accordance with historical cost 
convention unless specified otherwise. 

These annual financial statements have been prepared in accordance with Generally Recognised Accounting Practice (GF?AP), 
issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal Finance Management Act (Act No 
56 of 2003). 

The principal accounting policies adopted in the preparation of these annual finandai statements are set out below. 


Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or pennitted by a Standard of 
GRAP. 

The accounting poiicies applied are consistent with those used to present the previous yearns financial statements, unless 
explicitly stated. The details of any changes in accounting policies are explained in the relevant policy. 

1.2 PRESENTATION CURRENTY 

These annual financial statements are presented in South African Rand, which is the functional currency of the municipality. 


1.3 GOING CONCERN ASSUMPTION 

These annual financial statements have been prepared on the assumption that the municipality will continue to operate as a 
going concern for at feast the next 1 2 months. 

1.4 COMPARATIVE INFORMATION 

Budget information in accordance with GF!AP 1 and guidar>ce issued by National Treasury, has been provided in an annexune 
and notes to these financial statements and forms part of the audited annual financial statements. 

When the presentation or classification of items in the annual financial statements is amended, prior period comparative amounts 
are restated. The nature and reason for the reclassification is disclosed. Where accounting enors have been identified in the 
current year, the correction is made retrospectively as far as is practicable, and the prior year comparatives are restated 
accordingly. Where there has been a change in accounting policy in the cument year, the adjustment is made retrospectively as 
far as is practicable, and the prior year comparatives are restated accordingly. Changes in accounting estimates is accounted for 
prospectively. 

1.5 

STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE 

The following GRAP standards have been issued but are not yet effective at the reporting date and have not been early adopted 
by the municipality: 

GRAP 18 Segment Reporting ^ issued March 2005 
GRAP 20 Related Parties - issued June 201 1 

GRAP 21 impairment of non-cash generating assets - issued March 2009 

GRAP 24 Presentation of Budget Information in Financial Statements - issued November 2007 

GRAP 25 Employee Benefits - issued November 2009 

GRAP 26 Impairment of cash generating assets • issued March 2009 

GRAP 103 Heritage Assets - issued July 2008 

GFIAP 104 Financial Instalments - issued October 2009 

GRAP 1 05 Transfer of functions between entities under common control 

GRAP 106 Transfer of functions between entities not under common control 

GRAP 107 Mergers 

Application of all the above GRAP standards will be effective from the date to be announced by the Minister of Finance and no 
standards have been eariy adopted. For the standards that have been approved, but an effective date has not been determined 
by the Minister of Finance at the reporting date, certain elements may have been used to formulate an accounting policy. 

The impact of the standards not yet effective on future financial statements is not expected to be significant. 

Management has considered all the above-mentioned GRAP standards issued but not yet effective and anticipates that the 
adoption of these standards will not have a significant impact on the financial position, financial performance or cash flows of the 
municipality. Management applied Directive 5 in determining its reporting framework and accounting policies. 



Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 


2 PROPERTY, PLANT AND EQUIPMENT 

2,1 INITIAL RECOGNITION 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use in the 
production or supply of goods or services, rental to others, or for administrative purposes, and are expected to be used during 
more than one year. Items of property, plant and equipment are initially recognised as assets on acquisition date and am initially 
recorded at cost The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring 
the asset to the location and condition necessary for it to be capable of operating in the manner intended by the municipality. 
Trade discounts and rebates are deducted in arriving at the cost. The cost also includes the necessary costs of dismantling and 
removing the asset and restoring the site on which it is located. 


When significant components of an item of property, plan and equipment have different useful lives, they are accounted for as 
separate items (major components) of property, plant and equipment. 

Where an asset is acquired by the municipality for no or nominal consideration (i.e, a non-exchange transaction), the cost is 
deemed to be equal to the fair value of that asset on the date acquired. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value {the cost). If the acquired 
item's fair value was not determinable, it's deemed cost is the carrying amount of the assel(s) given up. 


Major spare parts and servicing equipment qualify as property, plant and equipment when the municipality expects to use them 
during more than one period, Similariy, if the major spare parts and servicing equipment can be used only in connection with an 
item of property, plant and equipment, they are accounted for as property, plant and equipment. 


2.2 SUBSEQUENT MEASUREMENT • REVALUATION MODEL (LAND AND BUILDINGS) 

Subsequent to initial recognition, land and buildings are carried at a revalued amount being its fair value at the date of 
revalutaion less any subsequent accumulated depreciation and impairment losses. 

An increase In the carrying amount of an asset as a result of a revalutation t$ credited directly to a revaluation surplus reserve, 
except to the extent that it reverses a revaluation decrease of the same asset previously recognised in surplus or deficit. 


A decrease in the carrying amount of an asset as a result of a revaluation is recognised in surplus or deficit, except to the extent 
of any credit balance existing in the revaluation surplus in respect of that asset 

2.3 SUBEQUENT MEASUREMENT • COST MODEL (EXCLUDING LAND AND BUILDINGS) 

Subsequent to initial recognition, items of property, plant and equipment are measured at cost less accumulated depreciation and 
impaiiment losses. Land is not depreciated as it is deemed to have an indefinite useful life. 

Where the municipality replaces parts of an asset, it derecognises the part of the asset being replaced and capitalises the new 
component. Subsequent expenditure incurred on an asset is capitalised when it increases the capacity or future economic 
benefits associated with the asset. 

Subsequent expenditure including major spare parts and servicing equipment qualify as property, plant and equipment if the 
recognition criteria are met, 

DEPRECIATION AND IMPAIRMENT 

Depreciation is calculated on the depreciable amount, using the straight-line method over the estimated useful lives of the assets. 
Components of assets that are significant in relation to the whole asset and that have different useful lives are depreciated 
separately. The annual depreciation rates are based on the following estimated average asset lives in line with National Treasury 
guidelines: 


Infrastructure 


Other 


Roads and Paving 

1-50 year* 

Buildings 

30 - 50 years 

Pedestrian Malls 

- 

Mobile offices 

1 0 years 

Electricity 

- 

Specialist vehicles 

6 years 

Water 

- 

Other vehicles 

5 years 

Sewerage 

- 

Office equipment 

5 years 



Furniture and fittings 

6 years 



Specialised plant and equipment 

10 years 

Community 


Other items of plant and equipment 

5 years 

Buildings 

25 - 50 years 

Landfrl) sites 

30 - 55 years 

Recreational Facilities 

25 - 30 years 

Emergency equipment 

3-10 years 

Security 


Computer equipment 

3 years 

Halls 

25 - 50 years 

Intangible assets (Software) 

3 years 

Libraries 

25 - 30 years 



Parks and gardens 

- 



Other assets 

25 - 30 years 




-2 



Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 


DEPRECIATION AND IMPAIRMENT (Cont.) 

Heritage assets 
Buildings 

Paintings and artifacts 
Finance lease assets 

Office equipment 5 years 

Other assets 3 - 6 years 

The Municipality maintains and acquires assets to provide a social service to the community, with no intention of disposing of the 
assets for any economic gain, and thus no residual values are determined other than for certain Machinery and Equipment and 
Transport assets with significant carrying values. For Machinery and Equipment and Transport (Above R5,000) the residua! value 
and the useful life of an asset and the depreciation method is reviewed annually and any changes are recognised prospectively 
as a change in accounting estimate in the Statement of Financial Performance. Minor assets (Below R5,000) are recognised and 
depreciated annually to R1 and is included in the asset register mainly for completeness and monitoring purposes. 


The municipality tests for impairment where there is an indication that an asset may be impaired. An assessment of whether 
there is an indication of possible impairment is done at each reporting date. Where the carrying amount of an item of property, 
plant and equipment is greater than the estimated recoverable amount (or recoverable service amount), it is written down 
immediately to its recoverable amount (or recoverable service amount) and an impairment loss is charged to the Statement of 
Financial Performance. 

An impairment is reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would 
have been detenu ined had no impairment been recognised. A reversal of the impairment is recognised in the Statement of 
Financial Performance 

Heritage Assets 

Heritage assets, which are culturally significant resources and which are shown at cost, are not depreciated owing to the 
uncertainty regarding their estimated useful lives, as reflected in the table below: 

Heritage Sites Us&fuf LifeRange in Years 

Memorials & Statues Indefinite Life 

Heritage Sites I ndefinite Life 

Museums Indefinite Life 

Art Works Indefinite Life 

2.5 DERECOGNITION 

Items of Property, plant and equipment are derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset The gain or loss arising on the disposal or retirement of an item 
of property, plant and equipment is determined as the difference between the sales proceeds and the carrying value and is 
recognised in the Statement of Financial Performance. 

2.6 TRANSITIONAL PROVISIONS 

The municipality has brought in retrospectively a If assets previously not disclosed as per the provisions of directive 4. The 
previously unrecognised assets were valued and retrospectively recognised in accordance with the provisions of directive 7. 


3 INTANGIBLE ASSETS 

3.1 INITIAL RECOGNITION 

An intangible asset is an identifiable non-monetary asset without physical substance. Examples include computer software, 
licences, and development costs. The municipality recognises an intangible asset in its Statement of Financial Position only when 
it is probable that the expected future economic benefits or service potential that are attributable to the asset will flow to the 
municipality and the cost or fair value of (he asset can be measured reliably. 


Intern ally generated intangible assets are subject to strict recognition criteria before they are cap it Used. Research expenditure is 
never capitalised, while development expenditure is only capitalised to the extent that: 

• the municipality intends to complete the intangible asset for use or sale; 

* it is technically feasible to complete the intangible asset; 

• the municipality has the resources to complete the project: and 

‘ it is probable that the municipality will receive future economic benefits or service potential 

* The ability to measure reliably the expenditure during development. 


Intangible assets are initially recognised at cost. 
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Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 


3 INTANGIBLE ASSETS (Cont.) 

Where an intangible asset is acquired by the municipality for no or nominal consideration (i,e, a non-exchange transaction), the 
cost is deemed to be equal to the fair value of that asset on the date acquired. 

Where an intangible asset is acquired in exchange for a non*monetary asset or monetary assets, or a combination of monetary 
and non*monetary assets, the asset acquired is initially measured at fair value (the cost). If the acquired item's fair value was not 
determinable, it*s deemed cost is the carrying amount of the asset(s) given up. 


3.2 SUBEQUENT MEASUREMENT - COST MODEL 

Intangible assets are subsequently carried at cost less accumulated amoritisation and impairments. The cost of an intangible 
asset is amortised over the useful life where that useful life is finite. Where the useful life is indefinite, the asset is not amortised 
but is subject to an annual impairment test. 

3.3 AMORTISATION AND IMPAIRMENT 

Amortisation is charged so as to write off the cost or valuation of intangible assets over their estimated useful lives using the 
straight line method. The annual amortisation rates are based on the following estimated average asset lives: 

Computer software 3 years 

The amortisation period and the amortisation method for an intangible asset with a finite useful life are reviewed at each reporting 
date and any changes are recognised as a change in acounting estimate in the Statement of Financial Performance. 

) 

The municipality tests intangible assets with finite useful lives for impairment where there is an indication that an asset may be 
impaired. An assessment of whether there is an indication of possible impainnent is done at each reporting dale. Where the 
carrying amount of an item of an intangible asset is greater than the estimated recoverable amount (or recoverable service 
amount), it is written down immediately to its recoverable amount (or recoverable service amount) and an impairment loss Is 
charged to the Statement of Financial Performance, 


3.4 DERECOGNITION 

Intangible assets are derecognised when the asset is disposed of or when there are no further economic benefits or service 
potential expected from the use of the asset. The gain or loss arising on the disposal or retirement of an intangible asset is 
determined as the difference between the sales proceeds and the carrying value and is recognised in the Statement of Financial 
Performance. 


4 INVESTMENT PROPERTY 
4,1 INITIAL RECOGNITION 

Investment property includes property (land or a building, or part of a building, or both land or buildings held under a finance 
lease) held to earn rentals and/or for capital appreciation, rather than held to meet service delivery objectives, the production or 
supply of goods or services, or the sate of an asset in the ordinary course of operations. 

At initial recognition, the municipality measures investment property at cost including transaction costs once it meets the 
definition of investment property. However, where an investment property was acquired through a non-exchange transaction (i.e. 
where it acquired the investment property for no or a nominal value) or taken on at a deemed value, its cost is its fair value as at 
the date of acquisition. 

The cost of self- constructed investment property is the cost at dale of completion. 


4J£ SUBSEQUENT MEASUREMENT - FAIR VALUE MODEL 

Investment property is measured using the fair value model. Under the fair value model, investment property is carried at its fair 
value at the reporting date. Additions are added at cost and Investment property's carrying value is depreciated annually. Any 
gain or loss arising from a change in the fair value of the property (every 3 years) is included in surplus or deficit for the period in 
which it arises. 
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Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 


5 FINANCIAL INSTRUMENTS 

5.1 INITIAL RECOGNITION 

Financial instruments are intftally recognised at fair value. 

5.2 SUBSEQUENT MEASUREMENT 

FinarKia! Assets are categorised according to their nature as either financial assets at fair value through profit or loss, held -to 
maturity, loans and receivables, or available for sale. Financial liabilities are categorised as either at fair value through profit or 
loss or financial liabilities carried at amortised cost {’'other*'). The subsequent measurement of financial assets and liabilities 
depends on this categorisation and, in the absence of an approved GRAP Standard on Financial Instruments, is in accordance 
with IAS 39. 


5.2.1 INVESTMENTS 

Investments, which include listed government bonds, unlisted municipal bonds, fixed deposits and short-tenn deposits invested in 
registered commercial banks, are categorised as either held-to*maturity where the criteria for that categorisation are met, or as 
loans and receivables, and are measured at amortised cost. Where investments have been impaired, the carrying value is 
adjusted by the impairment loss, which is recognised as an expense in the period that the impairment is identified. Impairments 
are calculated as being the difference between the canying amount and the present value of the expected future cash flows 
flowing from the instmment On disposal of an investment, the difference between the net disposal proceeds and the carrying 
amount is charged or credited to the Statement of Financial Performance, 


5.2.2 TRADE AND OTHER RECEIVABLES 

Trade and other receivables are categorised as financial assets: loans and receivables and are initially recognised at fair value 
and subsequently carried at amortised cost. Amortised cost refers to the initial carrying amount, plus interest, less repayments 
and impairments. An estimate is made for doubtful receivables based on a review of all outstanding amounts at year-end. 
Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and 
default or delinquency in payments (more than 30 days overdue) are considered indicators that the trade receivable is impaired. 
Impairments are determined by discounting expected future cash flows to their present value. Amounts that are receivable within 
1 2 months from the reporting date are classified as current. 

An impairment of trade receivables is accounted for by reducing the carrying amount of trade receivables through the use of an 
allowance account, and the amount of the loss is recognised in the Statement of Financial Performance within operating 
expenses. When a trade receivable is uncollectible, it is written off. Subsequent recoveries of amounts previously written off are 
credited against operating expenses in the Statement of Financial Performance. 

5.2.3 TRADE PAYABLES AND BORROWINGS 

Financial liabilities consist of trade payables and borrowings. They are categorised as financial liaibilities held at amortised cost, 
are intitially recognised at fair value and subsequently measured at amortised cost which is the initial carrying amount, less 
repayments, plus interest. 

5.2.4 CASH AND CASH EQUIVALENTS 

Cash includes cash on hand {including petty cash) and cash with banks (including call deposits). Cash equivalents are short-term 
highly liquid investments, readily convertible into krrown amounts of cash, that are held with registered banking institutions with 
maturities of three months or less and are subject to an insignificant risk of change in value. For the purposes of the cash flow 
statement, cash and cash equivalents comprise cash on hand, deposits held on call with banks, net of bank overdrafts. The 
municipality categorises cash and cash equivalents as financial assets: loans and receivables. 


Bank overdrafts are recorded based on the facility utilised. Finance charges on bank overdraft are expensed as Incun-ed, 
Amounts owing in respect of bank overdrafts are categorised as financial liabilities: other financial lia billies carried at amortised 
cost. 

6 INVESTMENTS IN ASSOCIATES 

An associate is an entity in which the investor has significant influence and which is neither a controlled entity nor a joint venture 
of the investor. Significant influence is the power to participate in the financial and operating policy decisions of the investee, but 
is not control over those policies. The municipality exercises judgement in the context of all available information to determine if it 
has significant influence over an investee. 


The equity method involves recognising the investment initially at cost, then adjusting for any change in the investor's share of 
net assets of the associate since it acquired it. A single line- item in the Statement of Financial Performance presents the 
investor s share of the associate’s surplus or deficit for the year. 


1 $ 



Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year end ing 30 June 2012 


6 INVESTMENTS IN ASSOCIATES (Cent) 

The municipaiily commences accounting for an investment in an associate from the dale that significant influence exists and 
discontinues the application of the equity method when it no longer has significant influence over an associate, investments that 
are retained in whole or in part are subsequently accounted for in accordance with the accounting policies on subsidiaries, joint 
ventures or financial instalments depending on the nature of the retained investment. 


The municipality uses the most recent available financial statements of the associate in applying the equity method. Where the 
reporting periods of the associate and the municipality are different, separate financial statements for the same period are 
prepared by the associate unless it is impracticable to do so. When the reporting dates are different, the municipaiily makes 
adjustments for the effects of any significant events or transactions between the investor and the associate that occur between 
the different reporting dates. Adjustments are made to ensure consistency between the accounting policies of the associate and 
the municipality. 


7 UNAUTHORISED EXPENDITURE 

Unauthorised expenditure is expenditure that has not been budgeted, expenditure that is not in terms of the conditions of an 
allocation received from another sphere of government, municipality or organ of state and expenditure in the form of a grant that 
Is not permitted in terms of the Municipal Finance Management Act (Act No.56 of 2003). Unauthorised expenditure is accounted 
for as an expense in the Statement of Financial Performance and where recovered, it is subsequently accounted for as revenue 
in the Statement of Financial Performance. 


8 IRREGULAR EXPENDITURE 

Irregular expenditure is expend^ure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the Municipal 
Systems Act (Act No.32 of 2000). the Public Office Bearers Act (Act No. 20 of 1998} or is in contravention of the Municipality's 
supply chain management policy. Irregular expenditure excludes unauthorised expenditure. Irregular expenditure is accounted for 
as expenditure in the Statement of Financial Performance and where recovered, it is subsequently accounted for as revenue in 
the Statement of Financial Performance, 


9 FRUITLESS AND WASTEFUL EXPENDITURE 

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided had reasonable care been 
exercised. Fmltless and wasteful expenditure is accounted for as expenditure in the Statement of Financial Performance and 
where recovered, it is subsequently accounted for as revenue in the Statement of Financial Perfonmance, 


10 RECOVERY OF UNAUTHORISED, IRREGULAR, FRUITLESS & WASTEFUL EXPENDITURE 

The recovery of unauthorised, irregular, fruitless and wasteful expenditure is based on legislated procedures, including those set 
out in the Municipal Finance Management Act (Act No. 56 of 2003) and is recognised when the recovery thereof from the 
responsible councillors or officials is probable.The recovery of unauthorised, irregular, fruitless and wasteful expenditure is 
treated as other income in the Statement of Financial Perfonmance. 

1 1 PROVISIONS, CONTINGENT LIABILITIES AND CONTINGENT ASSETS 

Provisions are recognised when the municipality has a present or constructive obligation as a result of past events, it is probable 
that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate of the 
provision can be made. Provisions are reviewed at reporting date and adjusted to reflect the current best estimate. Where the 
effect is material, non-current provisions are discounted to their present value using a pre-tax discount rate that reflects the 
market's current assessment of the time value of money, adjusted for risks specific to the liability (for example in the case of 
obligations for the rehabilitation of land). 


The municipality does not recognise a contingent liability or contingent asset. A contingent liability is disclosed unless the 
possibility of an outflow of resources embodying economic benefits is remote. A contingent asset is disclosed where an inflow of 
economic benefits is probable. 

Future events that may affect the amount required to settle an obligation are reflected in the arrount of a provision where there is 
sufficient objective evidence that they will occur. Gains from the expected disposal of assets are not taken into account in 
measuring a provision. Provisions are not recognised for future operating losses. The present obligation urKler an onerous 
contract is recognised and measured as a provision. 
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Nkonkobe Local Mun'tc^pality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 

1 1 PROVISIONS, CONTINGENT LIABILITIES AND CONTINGENT ASSETS (Cont.) 

A provision for restructuring costs is recognised only when the following criteria over and above the recognition criteria of a 
provision have been met: 

(a) The municipality has a detailed formal plan for the restructuring identifying at least: 

- the business or part of a business concerned: 

- the principal locations affected: 

- the location, function, and approximate number of employees who will be compensated for terminating their services; 

- the expenditures that will be undertaken: and 

- when the plan will be implemented: and 

(b) The municipality has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement 
that plan or announcing its main features to those affected by it. 


12 LEASES 

12.1 MUNICIPALITY AS LESSEE 

Leases are classified as finance leases where substantially all the risks and rewards associated with ownership of an asset are 
transferred to the municipality. Property, plant and equipment or intangible assets subject to finance lease agreements are 
initially recognised at the lower of the asset's fair value and the present value of the minimum lease payments. The 
corresponding liabilities are initially recognised at the inception of the lease and are measured as the sum of the minimum lease 
payments due in terms of the lease agreement, discounted for the effect of interest. In discounting the lease payments, the 
municipality uses the interest rate that exactly discounts the lease payments and unguaranteed residual value to the fair value of 
the asset plus any direct costs incurred. 

Subsequent to initial recognition, the leased assets are accounted for in accordance with the stated accounting policies 
applicable to property, plant, equipment or intangibles. The lease liability is reduced by the lease payments, which are allocated 
between the lease finance cost and the capital repayment using the effective interest rale method. Lease finance costs are 
expensed when incurred. The accounting policies relating to derecognition of financial instruments are applied to lease payables. 
The lease asset is depreciated over the shorter of the asset's useful life or the lease term. 


Operating leases are those leases that do not fall within the scope of the above definition. Operating lease rentals are accrued on 
a straight-line basis over the term of the relevant lease. 

The determination of whether an arrangement is, or contains, a lease is based on the substance of the arrangement at inception 
date: whether fulfilment of the arrangement is dependent on the use of a specific asset or assets or the arrangement conveys a 
right to use the asset. 


* 


12.2 MUNICIPALITY AS LESSOR 

Under a finance lease, the municipality recognises the lease payments to be received in terms of a lease agreement as an asset 
(receivable). The receivable is calculated as the sum of all the minimum lease payments to be received, plus any unguaranteed 
residual accruing to the municipality, discounted at the interest rate implicit in the lease. The receivable is reduced by the capital 
portion of the lease instalments received, with the interest portion being recognised as interest revenue on a time proportionate 
basis. The accounting policies relating to derecognition and impairment of financial instruments are applied to lease receivables. 


Rental income from operating leases is recognised on a straight-line basis over the term of the relevant lease. 

The determination of whether an arrangement is. or contains, a lease is based on the substance of the arrangement at inception 
date: whether fulfilment of the amangement is dependent on the use of a specific asset or assets or the arrangement conveys a 
right to use the asset. 

13 REVENUE 

Revenue is only recognised once all of the following criteria have been satisfied: 

a) The Municipality retains neither continuing managerial involvement to the degree usually associated with ownership nor 
effective control over the goods sold; 

b) The amount of revenue can be measured reliably: and 

c) It is probable that the economic benefits or service potential associated with the transaction will flow to the Municipality ar^ the 
costs incumed or to be incurred in respect of the transaction can be measured reliably. 

The Municipality has an obligation in terms of legislation to collect all revenue and as such, the Municipality does not consider the 
collectability of the revenue on initial recognition. The Municipality will assess collectability subsequent to initial measurement 
and should the receivable be impaired, the impairment loss will be recognised as an expense. 
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Nkonkobe Local Murtlcipatity 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 

13.1 REVENUE FROM EXCHANGE TRANSACTIONS 

Revenue from exchange transactions refers to revenue that accrued to the municipality directly in return for services rendered ( 
goods sold, the value of which approximates the consideration received or receivable. 

Service charges relating to electricity and water are based on consumption. Meters are read on a quarteily basis and are 
recognised as revenue when invoiced. Provisional estimates of consumption are made monthly when meter readings have not 
been performed. The provisional estimates of consumption are recognised as revenue when invoiced. Adjustments to provisional 
estimates of consumption are made in the invoicing period in which meters have been read. These adjustments are recognised 
as revenue in the invoicing period. The estimates of consumption betv/een meter readings are based on average consumption. 


Revenue from the sale of electricity prepaid meter cards is recognised at the point of sale. 

Service charges relating to refuse removal are recognised on a monthly basis in arrears by applying the approved tariff to each 
property that has improvements. Tariffs are determined per category of property usage, and are levied monthly based on the 
recorded number of refuse containers per property. 

Service charges from sewerage and sanitation are based on the number of sewerage connections on each developed property 
using the tariffs approved from Council and are levied monthly. 

Interest revenue is recognised on a time proportion basis. 

Revenue from the rental of facilities and equipment is recognised on a straight-line basis over the term of the lease agreement. 


Dividends are recognised on the date that the Municipality becomes entitled to receive the dividend. 

Revenue arising from the application of the approved tariff of charges is recognised when the relevant service is rendered by 
applying the relevant gazetted tariff. This includes the issuing of licences and permits. 

Revenue from the sale of goods is recognised when substantiaiiy all the risks and rewards in those goods is passed to the 
consumer. 

Revenue arising out of situations where the municipality acts as an agent on behalf of another entity (the principal) is limited to 
the amount of any fee or commission payable to the municipality as compensation for executing the agreed services. 


13.2 REVENUE FROM NON-EXCHANGE TRANSACTIONS 

Revenue from non-exchange transactions refers to transactions where the municipality received revenue from another entity 
without directly giving approximately equal value in exchange. Revenue from non-exchange transactions is generally recognised 
to the extent that the the related receipt or receivable qualifies for recognition as an asset and there is no liability to repay the 
amount 

Revenue from property rates is recognised when the legal entitlement to this revenue arises. Collection charges are recognised 
when such amounts are legally enforceable. Penalty interest on unpaid nates is recognised on a time proportionate basis. 


Fines constitute both spot fines and summonses. Revenue from spot fines and summonses is recognised when payment is 
received. 


Revenue from public contributions and donations is recognised when all conditions associated with the contribution have been 
met or where the contribution is to finance property, plant and equipment, when such items of property, plant and equipment 
qualifies for recognition and first becomes available for use by the municipality. Where public contributions have been received 
but the municipality has not met the related conditions, a deferred income (liability) is recognised. 


Contributed property, plant and equipment is recognised v/hen such items of property, plant and equipment qualifies for 
recognition and become available for use by the municipality. 

Revenue from the recovery of unauthorised, irregular, fmitless and wasteful expenditure is based on legislated procedures, 
including those set out in the Municipal Finance Management Act (Act No. 56 of 2003) and is recognised when the recovery 
thereof from the responsible councillors or officials is virtually certain. 





Nkonkobe Local Municipality 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
for the year ending 30 June 2012 

13*3 GRANTS, TRANSFERS AND DONATIONS 

Grants, transfers and donations received or receivable are recognised when the resources that have been transferred meet the 
criteria for recognition as an asset. A corresponding liability is raised to the extent that the grant, transfer or donation is 
conditional and funds are invested until it is utitised.. The liability is transferred to revenue as and when the conditions attached to 
the grant are met. Grants without any conditions attached are recognised as revenue when the asset is recognised. 

Interest earned on the investment is treated in accordance with grant conditions. If it is payable to the funder it is recorded as part 
of the creditor. 

14 BORROWING COSTS 

Borrowing costs that are directly attributable to the acquisition, constaiction or production of qualifying assets are capitalised to 
the cost of that asset unless it is inappropriate to do so. The municipality ceases the capitalisation of borrowing costs when 
substantially all the activities to prepare the asset for its intended use or sale are complete. It is considered inappropriate to 
capitalise borrowing costs where the link between the funds borrowed and the capital asset acquired cannot be adequately 
established. Borrowing costs incurred other than on qualifying assets are recognised as an expense in surplus or deficit when 
incurred. 

15 EMPLOYEE BENEFITS 

1 5*1 SHORT‘TERM EMPLOYEE BENEFITS 

Short-term employee benefits include salaries and wages* short-term compensated absences and bonus plans. The entity 
recognises a liability and corresponding expense for short-term employee benefits when an employee has rendered services that 
entitle him/her to the benefits. 

1 5.2 POST EMPLOYMENT BENEFITS 

Payments made to defined contribution plans are recognised as an expense on the accrual basis. The municipality operates 
defined contributions plans. Once the contributions have been paid the municipality has no further payment obligation. The 
regular contributions constitute periodic costs for the year in which they are due and such are included in the staff costs. 

1 5.3 LEAVE PAY ACCRUAL 

The liability is based on the total amount of leave days due to the employees at reporting date and on the total remuneration 
package of the employees. 

1 5.4 PERFORMANCE BONUSSES 

A provision in respect of the liability relating to the anticipated costs of performance bonuses payable to Section 57 employees is 
maintained. 


16 IMPAIRMENT OF ASSETS 

The municipality assesses at each reporting date whether there is any indication that an asset may be impaired. If any such 
indication exists, the municpality estimates the recoverable service amount of the asset. 

Irrespective of whether there is any indication of impairment, the municipality also: 

• tests intangible assets with an indefinite useful life or intangible assets not yet available for use for impairment annually by 
comparing its carrying amount with its recoverable amount. This impairment test is performed during the annual period and at the 
same time every period. 

If there is any indication that an asset may be impaired, the recoverable service amount is estimated for the individual asset. If it 
is not possible to estimate the recoverable service amount of the individual asset the recoverable service amount of the cash- 
generating unit to which the asset belongs is determined. 

The recoverable service amount of an asset or a cash-generating unit is the higher of its fair value less costs to sell and its value 
in use. 

If the recoverable service amount of an asset is less than its carrying amount, the carrying amount of the asset is reduced to its 
recoverable service amount. That reduction is an impairment loss. 

An impaimient loss of assets carried at cost less any accumulated depreciation or amortisation is recognised immediately in 
surplus or deficit. Any impairment loss of a revalued asset is treated as a revaluation decrease. 
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17 INVENTORIES 


Inventories are initially recognised at cost. Cost generally refers to the purchase price, plus taxes, transport costs and any other 
costs in bringing the inventories to their current location and condition. Where inventory is manufactured, constructed or 
produced, the cost includes the cost of labour, materials and overheads used during the manufacturing process. 

Where inventory is acquired by the entity for no or nominal consideration (i.e, a non-exchange transaction), the cost is deemed to 
be equal to the fair value of the item on the date acquired. 


Inventories, consisting of consunabfe stores, raw materials, work-in-progress and finished goods, are valued at the tower of cost 
and net realisable value unless they are to be distributed at no or nominal charge, in which case they are measured at the lower 
of cost and current replacement cost. Redundant and slow-moving inventories are identified and written down in this way. 
Differences arising on the valuation of inventory are recognised in the Statement of Financial Performance in the year in which 
they arose. The amount of any reversal of any write'down of inventories arising from an increase in net realisable value or current 
replacement cost is recognised as a reduction in the amount of inventories recognised as an expense in the period In which the 
reversal occurs. 

The carrying amount of inventories is recognised as an expense in the period that the inventory was sold, distributed, written off 
or consumed, unless that cost qualifies for capitalisation to the cost of another asset. 


18 INVESTMENT PROPERTY 

Investment property includes property (land or a building or part of a building or both land or buildings held under a finance lease) 
held to earn rentals and/or for capital appreciation, rather than held to meet service delivery objectives, the production or supply 
of goods or services or the sale of an asset in the ordinary course of operations. 

Investment Property is initially recognised when future benefits are probable and the cost or fair value can be determined reliably. 

At initial recognition, the entity measures investment property at cost including transaction costs once it meets the definition of 
investment property. Where an investment property was acquired through a non-exchange transaction (i.e, where it acquired the 
investment property for no or a nominal value), its cost is its fair value as at the date of acquisition. 


Investment property is measured using the fair value model. Under the fair value model, investment property is carried at its fair 
value at the reporting date. Any gain or loss arising from a change in the fair value of the property is included in surplus or deficit 
for the period in which it arises. 

The assumptions for determining the fair value of the Investment property is set out in the relevant Note of the Annua) Financial 
Statements, 

Impairm&nts 

The Municipality tests for impairment where there is an indication that an asset may be impaired. An assessment of whether 
there is an Indication of possible impairment is done at each reporting date. Where the carrying amount of an Investment 
Property is greater than the estimated recoverable amount, it is written down immediately to its recoverable amount and an 
impairment loss is charged to the Statement of Financial Performance. 

An impairment is reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would 
have been determined had no impairment been recognised. A reversal of the impairment Is recognised in the Statement of 
Financial Performance. 

An Investment Property is derecognised when there is a disposal or no future economic benefits are to be derived and all gains 
or losses are recognised in the Statement of Financial Perfomnance. 


19 EVENTS AFTER REPORTING DATE 

Events after the reporting date are those events, both favourable and unfavourable, that occur between the reporting date and 
the date when the Annual Financial Statements are aulhorised for issue. Two types of events can be identified: 


a) those that provide evidence of conditions that existed at the reporting date (adjusting events after the reporting date): and 

b) those that is indicative of conditions that arose after the reporting date (non-adjusting events after the reporting date). 


The Municipality will adjust the amounts recognised in the Annual Financial Statements to reflect adjusting events after the 
reporting date once the event occurred. 

The Municipality will disclose the nature of the event and an estimate of its financial effect or a statement that such estimate 
cannot be made in respect of al( material non-adjusting events, v/here non-disclosure could influence the economic decisions of 
users taken on the basis of the Annual Financial Statements. 
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20 VALUE ADDED TAX (VAT) 

The Municipality accounts for Vaiue Added Tax on the payments basis. Revenue, expenses and assets are recognised net of the 
amount of VAT, The net amount of VAT recoverabie from or payable to, the taxation authority is disclosed on the face of the 
statement of financial position. 

21 INVESTMENT fN MUNICIPAL ENTITY 

Group Annual Financial Statements 

The group Annual Financial Statements include those of the municipality and its controlled entity (subsidiary). The results of the 
subsidiary is included from the effective date of aquisition. 

Consolidated Annual Financial Statements are prepared, and on aquisition, the group recognises the subsidiary's identifyable 
assets, liabilities and contingent liabilities at fair value, except for assets classified as held-for-sale, which are recognised at fair 
value less cost to sell, from the date the control commences until the control ceases. 


Municipal Annual Financial Statements 

In the municipality's separate Annual Financial Statements, the investment in the municipal entity are carried at cost, less any 
accumulated impairment. 

The Municipal entity is an entity controlled and wholly owned by Nkonkobe Local Municipality, Control exists as the municipality 
has the power to govern the financial and operating policies, exercise direct control and the municipality provides a majority of the 
financial needs of the entity, 

GRAP 6 • Consolidated and separate financial statements 


The Group Annual Financial Statements is presented in accordance with GRAP 6 ’ "Consolidated and separate financial 
statements". The standard is applied retrospectively for the separate financial statements. The effects at transaction date was 
determined and the opening accumulated surpluses and deficits adjusted as this is the first year that this standard is initially 
adopted. In terms of paragraph 19 of Directive 4. no comparative information is required to be disclosed, however, due to the 
simplicity of the transactions between the municipality and its sole wholly owned entity, the comparative consolidated figures is 
fully diclosed. 


21 



Nkonkobe Local Municipality 
MOTES TO THE GROUP AMKUAL FJNANCIAL STATEMENTS 
for lh« 30 June 2012 


1 CASH AND CASH EQUIVALENTS 

C^sh and cash equivalenis consisl oflhe fol)o//ing 
Cash on hand 
Cash at bank 
Carl deposits 


The Municipality has the following bank accounts: - 
Current Account f Primary Bank Account! 

FNB • Fort Boauforf 62026102336 
Cash book balance at beginning of year 
Cash book balance at end of year 
Bank statemer« balance at beginning of year 
Bank st atoms r« balance at arid of year 
Current Account (Other Accounts 

Standard Bank-Account number 082142076 {Nkonkobe Fresh Produce) 
Cashbook Balance 
Bank Statement Balance 

Ffrst Natioinal Bank -Account number 62111847854 (MIG Funding) 

Cashbook Balance 
Bank Statement Balance 

First National Bank 'Account number 62068490188 (Roxeni Housing Project) 
Cashbook Balance 
Bank Statement Balance 


Cttrr^nt Agggypi (Ptltufry 

STANDARD SANK - 082137943 
ABSA - 4076575039 

Cash book balance a1 beginning of year 

Cash book balance at end of year 


Bank stalement balance at beginning of year 

Bank statemenl balance at end of year 

Current Account (Other Account) 

Standard Bank • 267903086 
Standard Bank - 082 144001 
ABSA - WETLANDS 4076S7S201 
ABSA- NEDA 0250166073 
ABSA - WETLANDS 92S0 166528 
ABSA- MTN* 9253 191 122 
ABSA' ILITHA- 9250166764 
ABSA- 4070643218 


Cash book balance at beginning of year 


Cash book balance at end of year 
Bank statement balance at beginning of yoar 
Sank statement balance at end of year 
Savings Account 
Cash on hand 

Total cash and cash equivalents 
Total bank overdraft 
Cash book balance at beginning of year 
Cash book batance at end of year 


Toial cash and cash equivalents 
Toiaf bank overdraft 


Group 

Nkonkobe Local Municipality 

2012 2011 

R'OOO R'OOO 

2012 2011 

R’OOO R’OOO 


210.986 

2.486,939 

(320,548) 

2.4S1.164 

5.114.210 

2,073,874 

10,096 

77.378 

5,325.196 

4.560,813 

(3t0.4S2) 

2,558,542 


(320,548) 

2.481.164 

(320.548) 

2,481. 1&4 

2.481.164 

2.481.164 

2.481.164 

2.481,164 

(320.548) 

2.481,164 

(320.548) 

2,481,164 

8.146,376 

3.624,977 

8,146.376 

3,624,977 

2,207,669 

8.146,376 

2.207.669 

8.146,376 



67.381 


67.381 


67.381 

* 

07,381 

10,100 

10.001 

10.099,68 

10,001 

10,100 

10.001 

10,099.66 

10.001 

(4) 

W 

(4) 

(4) 



531.534 

5.775 


5,775 

. 


537.309 

5.775 

5.775 


531.534 

5.775 


543,456 tS 
509.992 32 
3.007.15388 
1.043.51243 

2 19.609.64 
(.402 .7 13 05 
10.489.37 
361.031.00 
2.606 45 
-4.61 

1.996.495.80 

7.185,882.00 

5,104.114.78 

1.996.405.80 

1.996.495.80 

5,104,114 78 

1.996,495.80 

99 20 

286 34 

5 635.747 78 

2.002.557 12 


2,073874 

7.263,260 

77.378 

77.378 

5,114.210 

2,073.874 

10.096 

77.378 


5.635,748 

4,561.009 


2.558.542 


f3l0.452) 


(310.452) 


No cash and bank balances have been pledged as secunty and no restrictions exist on the use of ihe cash appon from 
the accounts maintained for conditional grants 


2 TRADE AND OTHER RECEIVABLES FROM EXCHANGE TRANSACTIONS 
Trade receivables 


Gross Balances 

Provision for 
Doubtful Debts 

Net Balance 

R'OOO 

R‘000 

R'OOO 


22 




Nkonkobe Local Municipality 
NOTES TO THE CROUP ANNUAL FINANCIAL STATEMENTS 
for the year ended 30 June 2012 


Group 

Nkonkobe Local Municipality 

2012 2011 

R‘000 R'OOO 

2012 2011 

I R‘000 R’OOO 


ao ot 30 June 2012 




Servrce dcbtora 




Electnciiy 

2.932.679 


2.932,679 

Refuse 

7. 363 .9 J ) 

* 

7,303.941 

Provision for Oqpblfu) Debts 


(8.007,926) 

(6.007.926) 

Total 

10,296,620 

ra.007.926) 

2.288,694 

Other receivables 




Sundry Ocblors 

2,076,616 

- 

2.076.616 

Other Debtors 

2.997,215 

* 

2,997,215 

Sank suspense accounts 

76,560 

- 

76.560 

Other reootvahlos 

5,150,411 

• 

5,150,411 


Total Trade and other receivables 

as at 30 June 2011 

Service debtors 

15.447,031 

(6.007,926) 

7,439,105 

Electricity 

7.485.119 


7.485.119 

Refuse 

3,603.915 

- 

3.603,915 

Provision for Doubtful Debts 


(10.425.923) 

(10,425.923) 

Total 

11,069,035 

(10,425,923) 

663,112 




Nkonkobe Local MumcipaErty 
NOTES TO THE GROUP ANNUAL FINANCIAL STATEMENTS 
for tho yoor ended 30 June 2Dt2 


Group 

Nkonkobe Local Municipality 

2012 201 1 

R'OOO R'OOO 

2012 2011 

R'OOO R'OOO 


2 TRADE AND OTHER RECEIVABLES FROM EXCHANGE TRANSACTIONS {ConM 


Other receivables 


Sundry Debtors 

1.590,010 


1.590,010 

Other Debtors 

8,399,265 


8.399.265 

Bank suspense accounts 

2,466,004 


2,466,004 

Other receivables 

12,455,279 


12,455,279 

Total Trade and other receivables 

23,544,314 

(10,425,923) 

13.118.391 

Refuse: Ageing 




Current (0-30 days) 


444.587 

414J6S 

31 - 60 Days 


396.189 

351.267 

61-90 Days 


5.962.871 

2.356.509 

Greater than 90 days 


560.294 

481 .974 

Total 


7.363,941 

3.803,915 

E le ctriertv: Ageing 




Current (0-30 days) 


466.248 

440.471 

3f -60 Days 


287.649 

6.348.502 

61 -90 Days 


946,023 

8.915.049 

Greater than 90 days 


1.252.761 

827.116 

Total 


2,932,679 

14,531.139 


Consumers 

Industrial / 

National and 



Commercial 

Provincial 

Summarv of Debtors bv Customer Classification | 



Government 


R'OOO 

R'OOO 

R'OOO 

as at 30 June 2012 




Current (0-30 days) 

1,073.239 

1.375,559 

416.42757 

31 * 60 Days 

1.074,034 

597.420 

211.431.SS 

61 - 90 Days 

823,536 

405.612 

193.603.66 

Greater than 90 days 

14,022.873 

4,593.877 

1,502.507.47 

Sub>lotal 

16.993,681 

6,972.467 

2,324.060.25 

Less: Provision for doubtful debts 

(14,763,855) 

(6,057,575) 


Total debtors by customer ctasslfrcatlon 

2,220,828 

914,892 

2,324,060 

as at 30 Juno 2011 




Current (0 - 30 days) 

342.802 

183,009 

326.S24 

31 - 60 Days 

2.687.338 

1.434,671 

2.577.761 

61 - 90 Days 

3.718.905 

1,985,387 

3.567.266 

Greater than 90 days 

525.088 

280.325 

503,677 

Sub-total 

7.274.132 

3,883,393 

6.977.529 

Loss, Provision for doubtful debts 

(4,181,931) 

(2,232,580) 

(4.011,412) 

Total debtors by customer classification 

3.602.201 

1,650,813 

2,960,117 


Reconeitiatfon of the doubtful debt provfeion 
Balance at beginning of the year 
Conlribulionsto provision 
Doubtful debts written off against provision 
Balance at end of year 


l0.-t25,923 

3J51J55 

(5,198.6351 

7,978,443 


14.206,769 
10,425,923 
f 14.206.7691 
10,425,923 


Trade and other reeclvabtes past due but r^ot impaired 

Trade and other receivables which are less than 3 nnonths past due are not considered to be 
impaired. An interest rate of 14% is charged on oulstarvfing balances overdue, thus the carrying 
value of fie receivable is held at amortised cost (Fair Value) 

Trade and other receivables Impaired 

As of 30 June 20 12, trade and other receivables of R 18 616 750(2010 R 18 666 779) were 
impaired and provided for. 

The ageing of these receivables is as follows. 

Over 4 months 2 1 *0. 

No debtors have been pledged as security 


3 OTHER RECEIVABLES FROM NON -EXCHANGE TRANSACTIONS 


Other debtors 

398.815 

393.229 

Rates 

16,476,743 

14 682,190 

Less: Proviso n for bad debts 

(12.813,504) 

(8440.856) 

Nett Rates 

3,663.239 

6.241,334 

Total Other Debtors 

4,062,054 

6.634.563 

Rates: Aneinn 

Current (0 - 30 days) 

1.230.737 

477.915 

31-60 Days 

666.812 

439.092 

61-90 Days 

13,796.883 

(3.206.177 

Greater than 90 days 

781.216 

559.005 

Total 

16.475,650 

14,682,190 


Reconciliation of the doubtful defat nrovislon 






Nkonkobe Local MunfCtpality 
NOTES TO THE GROUP ANNUAL FINANCIAL STATEMENTS 
for the ended 30 J une 2012 


Balance at begjnntrig of the year 

Contribulwnsfo provision 

Doubtful debts vviitten off against provtsion 

Re versa) of provision 

Safa nee at end of year 

4 INVENTORIES 

Closing balance of inventories; 
Consurnable stores 


) Group ] 

[ Nkonkobe Local Municipality | 

2012 

2011 

2012 

2011 

R’OOO 

R'OOO 

R‘000 

R'OOO 

8.^40.056 

90,985.107 



4.402.131 

8.440.850 




(90.985.187) 




12.842,9 a? 8,A40,SS6 


590,382 

505,355 

590,382 

565.355 

I 590,382 1 

565,355 t 

590.382 1 

565,355 1 


No inventory has been pledged as security 




Nk»nt»b« Local hlunictpathy 

itOTESTO the OROUP ANi^lfAL PtHAKClAt STATEMENTS 

Icr 1h« ytar «nd*tf TO Jw 2t)tl 


£ PROPERTY. PLANT AND EOajP^tENT 


E l RtcoocUiaticnc/ Cvrytng Valu* 

|ln(niairuciur* Isutd^no* 

T 

$dli*wat1t 1 
Obpctai 1 

Und 1 

Forniluf* and 
Ultima 

Uelor v4hicl*i| 

PItnl and I 
aoulcmaid I 

Ccmpuittr 1 

Total 


(TOOO 

RTODO 

R'OOO 

RDOO 

R'OOD 

R-MO 

R'OOD 

R'OQO 

moo 

4* al 1 Jily 2011 

7190*9 200 

21.200212* 

9303.411 

1*03.000 

1.107.327 

423202* 

9.999.709 

*99.431 

7T*.79£.1T9 

CottRovakiJbni 

1 2E7 0««J| 

21>J10 404| 

0*00 41*1 

J 0*3 000 

0 S 14 4*0 

93** 3*1 

9 Jii 32* 

1 304*1* 

723 203616 

A«tirwlgl*4 diDiOCQAcn and n>?3"m*n' Lrt^Ol 

1 i37 102.020 ll 

|0407I9|| 

i230 003ll 


12 017 7421 

13 434 3371 

11 *4* r.iSi 

(007. mi 

1*0197 03*1 

Act|<m4cna andRnaUaton* 

I41J 334 

1 4 00 J 047 


100 200 

1 140 34* 

*49*0* 

4 61* 7*6 

303277 

24 1*4.461 

Capajl ipndv Ccncbuctcn 

3 4SJ 407 

3 0*7 010 

\*ld 43* 






10 74204* 


<10 3»OOOi 

|07S 7<.^} 

i1l$44n 


<301 4401 

11 109701 

t*47 7**1 

(2*9 40*1 

i22 7*0 117| 

Cviv»0 vaoig Af ddpdaNc 





117.7091 


142.119 

121.921 

259.000 

CMl/R«valii3Anit 

1 ^ 




0 4*1 


1*9 272 

ISO 14* 

35**01 1 

/Wcunpt/blad d<OJ«WKn and nipAnnJont WCCt 

1 




177 2301 


117 12*1 

tSS 4271 

1 99*001 1 

lnipaanir^i)l ihiJRaywuJ d iit^aHnisni Iwn 










Titnilan 










04>4r n*>vUI4AiL‘ 










ai 31 30 Jin* 2012 

200J074.324 

d4.O72.0S9 

12.S49.S9S 

4.342.200 

1.S97.*04 

4.1*241* 

10.711.4S1 

409.491 

299.16^699 

C«l/R«va*i3kcn 

1 2«:4J7,a6l 

■17i®7 50> 

13211.952 

4 342200 

■1 2*3 *77 

9 024909 

13*01601 

1.426 7*2 

357 3224*1 1 

AuumubiQd dqM4C4a*Mi and jnpa*«Hni lou» 

1 tOO.J02 42C) 

11*24.4901 

ISS4 344I 


t2.306.J 771 

140*34401 

t2.*90 2*0l 

11.070 2471 

|09 11»*7S|| 


* kiclu0«l iiodw FiiimhirA vd cMu cqufKKAi aiuh h«U undm a Onaco ioai« nth a ikto l>44h vatio <il AjLE 


4.2 RaconcHalidn «l Carrying Vjlut 

Ihufruatruclva [suldinga 

T 

SclidWAtt* 1 
Oltpdta] 1 

Land 

Fumilwd and 
ffliion 1 

MbTvt v«tiicl4i| 

Plant and j 
ndulpmtnl 1 

Camptii«r I 

Equ^mfrt 1 

Totat 1 


ivoo* 

R-OOO 

moo 

R'OOO 

moo 

moo 

R'OOD 

R-OOO 

R:noo 

at all July 2010 

212.900.511 

21.420.091 

M3*.«3I 

4263.000 

090.674 

1595.439 

5.710279 

21*93$ 

2512691313 

Cul/RavaluaAcn 

[ 2312*1 370 

21032JOOO 

1557.0*0 

4.0O3.UOOOO 

2.27*.050 

7.417 027 

7 074320 

00910* 

277274051 1 

Aecunwbbd dctHdufeon and mp.'Hincni i«i«t 

I 110 313 0571 

fSl 1.3121 

1110.4511 


U 590 333) 

<2921***! 

(1331.0401 

1*00 2571 

(75 10* OH ll 

AdduiaiOdna and Rdi/^Hhina 

10303.701 

7.0*7.000 94 



ooo.*«« 

1.002*07 

10516*9 

4C1J740 

2*131.333 

Co^allindtr C«n\buc1nt 

0J)r3024 

4.110 704 73 

0JM3.327 






22 127.117 

OopwnOon 

lie 74S.7G91 

-130.407 00 

1119 4511 


143*0151 

17230001 

173*.315) 

11*7 2221 

(21361 0601 

Caitydig (cAiaol dapotab 





92.01* 

2.100 

51.003 

39.222 

170.3*2 

C«VRiMiUj*dn 

1 ^ 




*3.04* 

19150 

272JC51 

0*513 

397 3041 

AcnmubM dcprgcidfecn and nipainKni lotact 

1 




(10 0091 

(11 049) 

l2l* 6*91 

(30201) 

I270<H3)I 

impamHnl mtlRdwt^cl impaiinani int 










Timtkrc 










'001*1 mMAHnli 










aa «1 30 Jm* 2011 

2 19.060.290 

20. 200.074 A9 

9.363.411 

*.963.000 

1.107.927 

£292024 

6.999.700 

499.431 

270.7I«17S 

CotVRavaluJifedn 

1 2570*0.92* 

29210 504 

9.«0.* 1* 

*0*3.000 

3.11* .590 

0.366^1 

9.754 32C 

1205011 

323293010 

Accnrnilaiad dcprociaiadn and mpainwii tnan 

1 1 37, 107.0201 

1019.7101 

1230 0031 

- 

17.0122471 

13 5313371 

11 *5* 519| 

1907 193 1 

i46J97.CMil 


Eir*ci oi Chang* in accoviting policy 

AaieK atai wiro pfo^Aitiy iHt vaLicd and laugiHad Aj* toDoacav* 4 iMd* rou^rtadci ai a ratni oi ORaP i T ajqihin 

PtAvtdully Cdly mowlMt JBldh wUAdACbaod hdvrtvw My DOl d4pl*ci«t*d 

«I0 Hcpton ORAP 17 .H acuta imntcwvblo and mowitild W«i4vjlii«d3wld>pi«i4iia(f 


Eir*cl; 

StaiAincnl <A tnaca>p«4oi) 
muoiMr n PPE iCafi)*>9 Atncohi) 
HKfoau n PidntiQn la bnda cMi 
StAl*nicnl ot Enud pcrtJrniSnc* 
hcrgsto n d^gt40ai 
mcroso n ma on aoH 


2010/3011 2011/2012 


2T0 2r4.ti7G 
OOJT jjr 

21 TIT ^20 
12V JM 


jToan.joa 
1 arid u;j 

2J 201 27J 
120 302 


/J4I />ll«ct oo acciinkjlitad cuKtAia 


2£0 700 790 



Nkonkobe Local Municipality 
NOTES TO THE GROUP ANNUAL FINANCIAL STATEMENTS 
for tha year ended 30 Juno 2012 






Group 

Nkonltobc Local Municipality 


2012 

2011 

2012 

2011 

G INTANGIBLE ASSETS 

R'OOO 

R’OOO 

R’OOO 

R'OOO 

G.1 Roeoncifiatfon of carrying vatuc 

Computer Softv/are 

Total 

Computer Softv/are 

Total 


R 

R 

R 

R 

as at t July 2011 

121.418 

121,418 

121,418 

121,418 

Cast 

137.778 

137.778 

137.778 

137.778 

Accumuiatad amoniMiion and intpairmoni losses 

(16,3601 

(15.360) 

ft6,360) 

116,360) 

Acquisitiorts 

158.397 

158.397 

168,397 

158.397 

Amorloalion 

(03 456) 

(93,456) 

193 456) 

193 4S6) 

as at 30 Juno 2012 

186,359 

186,359 

186,359 

186,359 

Cost 

298.175 

296.175 

296,175 

296,175 

Accumutated amartisalion and impairment losses 

(109 8171 

(109.017) 

(109.817) 

(109.817) 

e.2 RoconciNatlon of carrying valuo 

Computer Software 

Total 

Computer Software 

Total 


R 

R 

R 

R 

as at 1 July 2010 

8.817 

6,617 

6,617 

6.617 

Cost 

9.026 

9,026 

9.026 

9.026 

Accumulated amortisation and impairment losses 

(2.409) 

(2.409) 

(2,409) 

(2.409) 

Acquisitions 

128 752 

128.752 

128.752 

128,752 

Amortisation 

(13.951) 

(13.951) 

(13,951) 

(13,951) 

as at 30 June 2011 

121,418 

121,418 

121.418 

121,418 

Cost 

137.778 

137,778 

137,778 

137,770 

Accumulated amorusation ar^d impairment losses 

(16. 380} 

(16.350) 

(16.360) 

(10.3601 

7 INVESTMENT PROPERTY CARRIED AT FAIR VALUE 








Investment 


7.1 ReconciNationoffairvaluo 

Investment property 

Tolat 

property 

Total 


R 

R 

R 

R 

as at 1 July 2011 

14,893,200 

14,893,200 

14,893,200 

14,893,200 

Acquisdions 

* 

. 



ran value adjustment 

1 493 000 

1 493.000 

1 493.000 

V 493 .000 

Fair value of disposals 


- 



Impairnvent tossrReversel of impairmeni loss 


- 



Transfers 

- 




Other move merits 

* 

■ 



as at 30 June 2012 

16,386,200 

16,386,200 

18.386.200 

16,386,200 

7 INVESTMENT PROPERTY CARRIED AT FAIR VALUE (Cent.) 








tnvgstmoni 


7.2 Reconciliation of fair value 

Invoctmont property 

Total 

property 

Total 


R 

R 

R 

R 

as at 1 July 2010 

14.893,200 

14,893,200 

14.893.200 

14.893,200 

Acqut scions 




* 

Fair value adjustment 




■ 

Fair value of disposals 




* 

Impairment bss/Revarsai of impairment loss 




- 

T ransfers 


- 


' 

Other movements 


■ 



as at 30 June 201 1 

14,893.266 

14,893,200 

14,893,200 

14,893,200 


7.4 Odtaila d property 

Due IP me ej^iant and $neer number of the propemes 4 is not practical to disclosed details 
on every property in the fir^ancial stalcmcrtls Full details on each property is avadable 
from the municpal offices on request 


7.5 Details of valuation for Infrastructure and Proporties 



Nkonkobe Local Municipality 

NOTES TO THE GROUP ANNUAL FINANCIAL STATEMENTS 




Group 

Nkonkdbe Loco) Municipality 


Tnfr at the r«va)u<)loa£ l JJty 2009 20 Juni 20l2 in accord^nc« 

■v.ih Oir^tTtve J Rav^ltia^on^ wOfS performed by an independent valuer Wri PJ 
Liodairiom who noi connected lo (he eniKy and have recent experience m location and 
category of the investment property being valued 


The valuation wac bacod on comparative market approach depreciated replacement 
value and the Direct Comparison Method as and ^vhsre appropraie and all assumptions 
are based ort prevailing market conditions 



















1 


Nlwnholi* LoCJl Munictp^lny 

norts TD The citoup uihuai. FH&KctM, Matc HEttTE 


:iH* WJ ;ik;i :i' ' aif e tfi 4 

tit'i '»'**• ■r'l <''*^tf ■*'■*'8 • 

<1 *■• >.«4 :' 4 ~*in( (.4i<i ..ir: Tt ‘rm 141* 8r£4^in«M et }0 

-r*! 

IT SERVICE CHARGEE 

48II 4r44c«.C't 
Ft'viA 4«lfr.AP 

Torn Evrvit* CE«i«*4 


It RENTAL or FAC ILfTIFEAKDeGUlFHE NT 



ItlUTEREETEARHEO' EXTERHAL IN VE STHEtm 

atiik 

TMlllMIVtl 


MlhFTERESTEARHED'OUTETAHtllHOR ECEWAOLE * 
4A 8^11 Aod^ 48tr» 

TeCal ini*ie*1 


;i OOVERNHEHTCftAHTEAtO SUBtUMIE 

Mi3 OwiT 

0^84 CAvtlHf^iT C>m'8 N't 

T«la I C*v4nuii«M OniA and Subs Mn 

II . I EqMitfi* tJur* 

■n N Cv>t<.^(ip«A iFn ^tjn" iV 'o tmwitf »8 eii<rt>8* fi eii« 

'll rttPnlMit Aa 14^114184 iff+p^ 4 ■184’»"4 

TilVnVfTinElEl MUChpiVii Md li 8M -r • giiiipi 


11 covcRNUEHTORANra AND EuetniEE tc«*8.i 
II 1 MiooriM 


BiLhvc* wnpcm al batfnmng «l r*ai 
Ciii»an' ftai laccidii 
Cdwont iw«i . »» 14 ^ anwa 

C«ndA*n* tista b* na 1 (ftahi nett 1 I) 

Tl.I HLlCCiun 


Oatanca wnpent al bapinalnb Of rtai 

:wn l•■/4a4‘tee<rl) 

l4AI4«rt4 «<1 ■ nafttlfftM 'O <4 1411^4 
Cendibana alHlte ba nel (Rthi ne4t 11) 


11.1 FHC Giant 

Ratanc a WH pant at bagmnng of jiaar 
CuntiUTtb' 14(441) 

C 9nd44a4 in«l -■lanutiiOd ■] rt.anut 
Candibeni atm lb ba mat DRtlbr n«(* 11) 


bitiudtd m caiWIbana laaVaapandMifa mcvrtd ia Iba leHemno aap4b4*4 
mhich Ub liKbdtd A UibiliiltnHnl «tf*ianctal pcrronqncti 
E<at9ibr*b <ttaiad t«>i ■ R ttf OTI tl 
vtnttaiE ‘(14b)t4 

f'b.blftl i i<Ct4«JMa4n>R 11) ))* )1 
Fi,n'.~g t E<a'4na-J ■ b :c ttm 


11.4 LED CapdAdT Giant 


Dalanet unapatil bl bat>n<bi« b( r*V 
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PC Box 36 
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Riaference: 21300REG1 1/1 2 

D&ar Sir 

Report of the Auditor-Generai on the finaociai statements and other legal and reguiatory 

reqairsnusnls of Nkonkobe Municipality- for the year ended 30 dune 2012 

1 . The above-iDenlioned report of ihe Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa reed m conjunction v.'iti'i section 188 of the 
Constitution of the Republic of Soutii Africa section 12.1(3) oi the Municipal Finance 
ManageiTient Act of South Africa (klFk^A), 

2. in terms of section 121(3) (murjicipaiity) of the MFMA you are required fo include li'iB audit 
report in the municipaifty's annual report to be tabled. ^ 

3. Until the annua! report is tabled as required by section 127(2) of the MPMA the giidit report 
is not a public document end should therefore be treated as ccnfidsntia!. 

4. Prior to prirtting or copying the annuel I’eport which will include the audit report you are 
required lo do the following: 

e Submit the final printer's proof of the annual report to the relevant senior manager of the 
Auditor- General of South Africa for verification of the sudit-reisted references in the audit 
report and for confirmation that the finartcial sla'emsnis end other informstion ere those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incoi rect reference could have audit impltcations. 

•5 The signature Audilor-Gsnera! in the hand-writing or the auditor authorised to sign the 
audit report al the errd of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as -well as tiie place arrd date of signing and 
the Auditor-General of South! Atric-a’s logo, should app-ear at the srsd of the report, as in 
ihe hard copy that is provided to you. The official icgo will be made available to you in 
eisctronic format. 

0. Please notify the undersigned Business E>ceGuliye vrelf in advance of -he date on wtiich ihie 
annuel report containing tfiis audit report wili be l-able-d. 




t nopr^rativn to 3\'r. nr^r r-iiiiiTh 

Kinctly ’^izKivjwied^^ oi'lhls SolU-v. 

Yoirr^ fiinc=rf^v 


// / '“ 

r<<- ■ ■ 


■ 

Sffiga 'Ngqwafs 
Business Execuiiv^^ 


Eastern Cape 


Enquiries; 

Toiephorfe: 

Fax: 

Ernai!: 


Sazi Ndvvandwa 


(043) 709 7200 
(086) 663 8615 
sndvi,'arfdwa@9gsa.€o za 
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REPORT O!- THE AUDITOR-GENeRAL TO THE PROVINCIAL LEGISLATURE ANO THE 

COUNCIL OW NKOMKOBE LOCAL riSUNICiPALITY 

REPORT ON THE GONSCLIDATED FINANCIAL STATEi'ilENTS 

fntrod uctton 

. ! have audiled the coi-isolidateci and separste linsnciBl statements ot the Nkonkobe 

Local Municipality and its subsidiary set out on pages ... to .... which comprise tiK-! 
consolidated and separate statement of financial position as at 30 June 3012, the 
consoiidated and separate statement of financial performance, staiemsni of changes in 
net assets and the cash How sfatement for the year then ended and the notes, 
comprising a summary/ of significani accounting policies and other explanatory 
information. 

;GCOurftirig Officer’s responsibility for the financial statements 
. The accounting officer is responsible for the preparation and fair presentalsorr of these 
consoiidated and separate financial statements in accordance with the South African 
Standards of Generally Recognised Accounling Practice (SA Standards of GRAP) and 
the requirements of the Municipal Finance Management Act. 2003 (Act No. 56 of 2003) 
(MFrwlA), the Division of Revenue Act of South Africa, 2011 {Avcl No. 6 of 201 1) (DoRA), 
and for such internal control as the accounting officer determines is necessary to enable 
the preparation of consolidated and separate financial statements that are free from 
material rnisststernent. whether due ic fraud cr error 

Auditor-Gsnerars responsibility 

3. f\/ty responsibility is to express sn opinion on these consolidated and separate finandai 
statements based on my audit. I conducted my audit in accordance with the Public Audit 
Act of South Africa, 2004 (Act No. 25 of 2001) (PAA). the Gsnerd Notice issued in 
terms thereof and International Standards on Auditing. Those standards require that 1 
comply with ethical requirements arid plan and perfonn the audit to obtain ressonabie 
assurance about whether the consolidated and separate fmancisl ststemen-s are free 
from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the aimounls 
snd disclosures in the consolidated and separate financiai statements. The procedures 
selected depend on the auditor's iudgement, including the asssssment of the risks of 
material misstatement of the consolidated and separate financiai statements, wlrelher 
due to fraud or error. In making those risk assassmenls. the auditor considers intei-nat 
control relevant to the entity’s preparation and fair presentation of the consolidated and 
separata financial statements in order to design audit procedures that are appropriate in 
the circumstances, but not for the purpose of expressing an opinion on the effecliveness 
of the entity's internal control. An audii siso includes evaluating the appropriaieness of 
accounting policies used and the reasonableness of accounting estimates madrs by 
management, as well as evaluating the overall presentation of the consolidated and 
separate financial statements. 

6. i beiieve that the audit evidence i have obtained is sufficient and appropriate to provide 
a basis for my qualified audit opinion 


Basis for qualified ontnlon 

Service Charges and Trade Receivables 


6 The municipality did not use the correct approved tariffs in charging .consumer debtors 
for electilciiy consumed. The meter l oadings used in caiculating tho value of the 
electricity consumed ’werQ also not in agreemont with the actual meter readings. 
Consequently service charges in Ihesistement of financia! peifosn-isncs are ovsrstaisci 



by art eslijnaled of i-M.-i million oncj trade- and Oliver recaivablos arc also ov.'ero-iateci by 
the same amount. 

7. Management was not able to provide substsnliating docarttentation to ojjplsin a 
difference of RejS 326 betV'/eeri the prepaid slecfridty revenue per general ledget sind 
confirrnation received fram services providers that seii pre-paid eiectriciiy on behelf of 
the municipaiity. Consequently, ! was unable to dstei mins whether any adjListrnG-niE to 
Service Chargas were necessary, 

8. Electricity consumed during the iast monfh or the ftnanciaf year (June 201 2) was only 
recognised as revenue during July 2012, which fails In the follovvlrrc finand.al year. The 
GRAP reporting framework requires revenue to be recognised when it is earned. This 
misstatement vtfas also made in the previous yoai'. Consequently, Service charges in lite 
statemer^t of financial peiiormance are underkated by R519 322 (2011: overstated by 
R481 677) and trade and other receivables are understated by an estimated R51S 322 
(2011: overstated by R481 677). In addition the deficit for the period is overstated by 
R519 322 and accumulated surplus is understated by the same amount. 

Receivables from Exchange transactions 

9. Martagoment -was not able to provide substantiating docurnenlation for deebtors 
amounting to R1.3 million (201 1; RS. 7 million) included in other recetvables of R12,5 
million as disclosed in note 2 of the financial statements The accounting records did not 
allowr for alternative procedures. Consequently I was unable to confirm itie rights, 
valuation and existence of other receivables ss drsebse in note 2 to the financial 
statements. 

Interest Earned - outstanding receivables 

10. Interest charged on outstanding debtors is not oorrsctly o-tilculated as monthly interest is 
not charged on outstanding debts for the full month. Consequently, interest from 
outstanding debtors is understated by R1,2 rniifion. Trade and other receivsblea are also 
understated by the same amount. 

¥at Receivables 

[1. I was unable to o&iairt suificient approctnate audit evidence frorri the muriicipaiify for 
VAT receivables of R1,o million (201 1:R1,7 millicrj). included in the financieil statements 
T he accounting i scords did not allow for alternative procedures. Consequently i 'was 
unable to determine 'whether any adjustments to VAT recsivables '■were necessary, 

Non'-Current previsions 

12, Costs Incurred in the closure of s landfill site wes Incorrectly recorded against the 
provision and not capitalised against the property, plant and equipment. Consequsnily, 
non-current provisions are understated by R1,2 million, expenditure understated by 

R1 million and property, plant and equipment is also urrderstated by R214 533, 

13. The iTiunicipaiity wss not able to provide details rogaidinc the assumptions end input 
data used or the calculations made in estimating the value of the obligation to 
rehabilitate landfill sites, t was, therefore, unable to obtain sufficient appropriate audit 
evidence to confirm the valuation of the provision for tandfiil sites, stated .at RIO. 4 million 
(2011: R8 million) in the financial stat-ements. I was unable to confirn'i the value of this 
balance by alternative rnean-s. Consequently, I was unable to determine whether any 
adjustment relating to the provision for iandfitt sites in the consolidated and sepaiate 
financial siatemenis was nscess.epo. 



Prior period - provision for ions-servic® sward 

14. ii idudsd in the provision for long- service awards is an ernounr of R1 ,3 nrtliion for vvitich i 
couid not obtain supporting documentation, as was reported in the previous year’s audit 
report, i was, therefore, unable to determine if there are any adjuslitienls riecesssry to 
the provision for long-sen^ce awards. 


Quafified opanron 

15- in rny opinion, except for the effecis of the nratters described in the Basis foi qualified 
opirjion paragraphs, the consolidated and sepgrste financial statements proserit fairly, in 
ail material respects, the firtanciai position of the Nkonkobc-a Local 'vlunicipafity and lls 
subsidiary as at 30 June 2012 and their financiai performance and cash flews tor the 
year then ended, in accordance with South African Generatly Recognised Accounting 
Practice and the requirements of the MFiv^A and DcR.A. 


Emphasis of matters 


Restatement of corresponding figures 

16. As disclosed in notes 43 and 44 to the consolidated and separets financial staternervls, 
corresponding figures for 30 June 201 1 have been restated as s resuit or errors 
discovered during 2012 in the financial statements of Nkenkobe Munidpaiiiy at, and for 
the year ended, 30 June 201 1 . 


Transitional provisjens 

17. AvS disclosed in accounting c'olicy 2.6 Transitional previsions, the municipality has 
recognised previously unrecognised assets and vafued these assets re-lrospectively. 
This chango in accounting policy hss been noted and included in note 44; Chsnge'ici 
accounting policy. 


Additional matters 

18. i dra'w attention to the matter below. My opinion is net modified in respect of this matter. 


Lujaudited supplementary schedules 

19. Tire suppl8m&.ntary information set out on pages xx to xx does not form pari or the 

financial statements and is presented as additional information. I have net audited ttiese 
schedules and. accordingly. I do not express an opinion thsrc-on. 


REPORT ON OTHER LEGAL AHD REGULATORY REQUlREIViENTS 


PAA REQUIREfi^lEMTS 

2U. In accordance v.'ith the PAA and the Geners! NoticG issued in terms thereof. I report the 
following findings relevant to perforrnancs against predeterniined objectives, compliance 
with laws and regulelions and interna! ccniTOl. but r;ot for lire purpose of expressirig ai’i 
opinion. 


Predatsm'rmed objectives 

21, 1 performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set cut on pages ... to ... of the annual 
repoit. 

22, The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with tire Mstional 
Ti-easu.ry eniiuaJ reporting principles and whether the reported performcnco is 
consi-stGAt with the planned objectives. Tho usefulness of information fi.-rther rebates to 



whelhec indiCc'-iors ^^nci targets are roeasuftitie (t.s. wetl dsiined, verifiable, specific, 
msasursbie anci time bound) and reievant ss required by the Nsiioun! T.'e.-is.’.ry 
i'l'tiinavjork for managing programme poiicartanoe information. 

The reliability of the information irs respect of the selected deveiopment objectives is 
assessed to determine whether it .adequately reflects ti'io facta ;i.s. whether it is valid, 
accurate and cairipleto). 

23. The msteria! findings are as follows; 

Usofiiirtess of information 

Presentation 

24. Section 46 of the ivlunicipal Systems Act requires the disclosure of measures taken to 
improve performance in the annua! peifoi’ir.ance report where planned targets were not 
achieved. Adequate and reiiebls corroborating evidence could not he provided for ail 
measures taken to improve parforrnancs as disclosed in the annual performancs report. 
The municipal records did not permit the application of alternative audit procedures. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the validity, accuracy and completeness of the measures taken to improve 
performance 

Consistency 

25. The Municipal Systems Act. section 41 (g) requires that the integrsted deveiopmeni pdan 
s.houid form the basis for the annual report, therefore requiring the consistency of 
objectives, indicators and targets between pianning and reporting documents. A total of 
97% of the reported targets are not consisi&nfwitbrtargets as pertios approved 
integrated development plan. This is due to the tack of internsii control measures to 
ensure consistency. 

Measurability 

26. rtie National Treasun/ Framework for rnansging programme performance intormstion 
(hfVlPPI) requires that mdicators/measures sfiould have clear unambiguous data 
definitions so that data is coltecled consistently and is easy to understand and use. A 
total of 67% of the indicators were not well defined in that dear, unairibiguous data 
definitions vvere net avaitabie to allow for data to be coltected consistently. This was due 
to the lact that management was not aware of the requirements of the FMPPI. 

Treasury' Framew'ork for nianaging programme performance inforrnatioii 
(FMPPI) requires that it must be possible tc validate the processes and systems that 
produce the incficalor. A total of 57% of the indicators were not verifiable in that valid 
processes and systenis that produce the infoimation on actual performance did not 
exist. This was due to the lack of key controis in the relevant systems of colJeGTion of 
actual performance information, 


28. The National Treasury Framework for managing progranime performiancD information 
(FMPPI) requires that peiformancs targets be specific in clearly identifying the nature 
and required level of performance, .A total of 51 %r, of the targets were not specific in 
clearly identifying the nature and the required levs! cf petforniance. This was due to the 
fact that management was aware or the requirements of the FMPPI but did net receive 
tho necessary training to enable application oi the principie.s. 




1 he National Treasury Framework lor 'nariaging prograirirne pGr,forivsance intermatinn 
(FivIPPIj requires that pGrforrnsnce tergets be measurable. The required perfoiTnance 
cordd not be meas-ured for a lota! cf 44 % cf the targets. This was due to the fact that 
rnartecernent was aware of the requirsrnsnLs of the FMPPi but did not receive the 


\ 





i'lecessary trainitv^ io onabio application of the principles. 


30. 1‘he National Treasury Framework for iiianaging progra-rirne performance information 
{FMPPI) requires that tiie time period or deadline for delivery be specified. .A total of 
61% of the targets '.vere not time bound in specifying a time period or deadline for 
deliver^'. This was due to the fact that manag-ment was RVi'are of the requiremeiits of 
the FMPPI but did not receive the necessary training Io ensbte ajirplication of ti'ie 
principles 


SoJiability of tnfc-rrnstion 

31. The h4ationa1 Treasury Framewoik for managing programme peiforrnance iritormation 
(FMPPI) reqtaires that processes and systems which produce the indicator should be 

. verii'iabls. accurate and complete. 1 was unable to obtain sufficient, appropriate audit 
evidence to satisfy mysstf as to the validity accuracy and ccnipfeleness of the- actual 
performance reported in the annual peiformanca report for 7S% of the reported 
performance for Strategic planning and Local Economic Development and for 65% of the 
reported performance for the Engineering Department. This was due to a lack of 
standard operating procedures and processes for the recording of actual achisvei’nents 
by senior management. 

in addition to the above matertal findings. I dra’w attention to the following matter. 

Achiovement of planned targets 

32. Of the total number of planned targets, only 92 (60%) were achieved during the year 
u.nder review. A total of 40% of the planned targets were net achieved during the year 
under review'. This was as a result of the institution not considering reievant systems 
and evidential requirements during the annua! strategic planning process 

Wiunicipal Entity 

33. The following wss reporied in the audit rspeh of the Nkonkobe Eccnomrc Development 
Agency (NEDA) regarding predslei mined objectives: 

i jsefuiness of information 

34. Presentation - Measures taken to improve perfomtance were not diseteseo. 

35. Consistency - Reported objectives, indicators and targets were not consistent with 
planned objectives, indicators and targets 

3-3. Moasurabifily - .Rerforrnance indicators were not well defined and the indicators were not 
verifiable 

Reliabilihv of in form atipn 

37. Validity, accuracy and completeness - Repor ted indicators and targets were not 
sup-poried by sufficient appropriate evidence. 

Coiy>i>liance with laws and regulations 

33. I performed procedures to obtain evidence lha! the entity has complied with applicable- 
taws and reguialions regarding financial matters, financial management and other 
releteci matters. My findings on material non-compliance with specific matters in key 
applicable laws and regulations os set out in the General No! ice issued in terms of the 
PAuA fOre as follows: 

Strategic and Performance managenrieni 

39. By irjspecling the Ivtunicipai Managers performance ogroerneni. emptcymeni contract 
and delegation framework it was noted that there is no evidence of the executive 
commities assigning responsibility to the rnunlcipel manager for performance 
rnanagemeril as required by Section 39(b) of the Municipal Systems Act 



40, TOe responsibilities of the acccuii-irig officer as sat oui in the MFMA ■.'■.•ere not included 
in tl>o Municipal Managers penormgnce .agreeirienf as required by Seclion 5' (4A) cf 
the Municipal Systems Act 

41 . The municipality did not comply to ssdion 7 of the Electricity Regulation Act 4 of 2006 
by operating eleciricity transmission or distributior' Mtliout a licence issued by the 
Regtiiator in accordance vdth this Act 

Budgets 

■12. Expenditure vras incurred that vras itoi ijudgeted for in coniicveniion of sectior. 1 5 of ti'iO 
Municipa! Finance Management Act. 

Annual flnancjai statements 

43. The fmancial statements submiiied for auditing were rrot prepared in all material 
respects in accordance with the requirements of section 122 of the Municipal Finance 
Manaci&rnent Act. 

44. Material misstatements of nori-current assets, current assets, current liabilities, 
expenditure and disclosure items identified by the auditors in the submitted financial 
statements vrere subsequently corrected but the uncorrected materia! misstatements 
and supporting records that could no! be provided resulted in the financial statements 
receiving a qualified audit opinion. 

Performance Audit Cornmittse 

45. The performance audit corrrrnitlee did not submit, at least h.vics during the financial year, 
an audit report on the review of the performance manacs^T'snt system to the council, as 
required by tiie Municipal Plannirrg and Performance Management Regulation 
14(4)(a)(iii} tGNR 7S6 of 24 August 2001). 

Internal Audit 

46. The internal audit did function as required by Section 45(1 )(a) of the IvlS.A and mu.nicipal 
planning and performance management reoulations 14(1){a) (GRN 796 of 04 August 
2001) in that the municipality did not develop and mechanisms systems and processes 
for auditing the resuits of performance rneasurement as part of its internal audit 
processes. 

47. The intarnal sudit did not function as required by the Section 1S5{2) b of the MFMA in 
that it did not repo.rt to the audit cemmittsa on rnattars relating to compliance with the 
Municipal Finance Manggemeni Act the division of Revenue Act and ether applicable 
legislation. 

Expenditure 

48. An adequate- mgnagernerit, accounting and infonriation system was not in place which 
recognised expenditure when it was incurred, as required by secbori 66(2) (b) of the 
Municipal Finance Management A,ct. 

49. Tlie accounting officer did not take effective steps to prevent unauthorised expen:dsturs 
and irregular 'expenditure, os required by section 62(1) (d) cf the Municipal Finance 
Management Act. 

50. Construction projects were not always registered will'i the- Consti ucticr. Induslry 
Development Board (CIDB), as required by section 22 •of the CiDB r'et and CiDB 
regulation 1 8. 

Liability Managsmertt 

51. A management accounting and informaticn system which adequately accounts for 
liabilities was rot in place, as required by seciicn 63(2) {a} of ins Muf',icipai Finance 
Ms-nagement Act. 

52. .An efteciiva system of internal control for iiabilities (includirrg a liability rsgiater) was not 
in place, as required by .section 63i2)(c) or Ihs Municipsi Finatics Managemenl /'vc! 



Revenue iVlanagement 

53. Sufficient audit evidonce coukf not 


cidsined thar revenije had been reconciisd 


s rsquired by S-^^!2)fh) of tne Munidpel Finsnce t^'isnsgement 


c*ii a 


Oversight of the Nkonkobs Economic devaiopment Agency 

64. Non compliance repoi tcd in tlis audit report for vhe municipal eniity fer the foilowing 
areas; 


5 The per foi’msnce objectives of the municipal entity vvriro fKd approvsd by the entity's 
board of directors. 

Mid-year budget 5tnd performance sssessmerits wsrs not reported to the parent 
munidpalify. 

Ths /Annual financiai staiemants submitted for audit tvere materially misstated. 

“ The audit committee and the interna! audit function, vvhich srs shared betv/een 
Nkonkobe inuniclpality and its municipal entity, Mkonkobe Economic Development 
Agency (NEDA), did not discharge its duties as required by sections 165 and 16S of 
the Ft^FMA in respect of NEDA during t!‘ie current year under r&visw. 

NED.A failed to adhere to Supply Chain management regulation 17{a),lT(c), ISfa) 
and 36(1} vdiile prccLiring good and services resulting in irregular expenditure. 

= Contrary to the requirements of section 93 J (1) of the Municipal Systems Act. the 
board of directors of the municipa! entity has not appointed a chief executive officer of 
the municipal entity. This position has been vacant since September 2009 and there 
has been an acting CEO since September 2009. 

^ The acooL.mting officer did not taice all reasonable steps to ensure that the municipal 
entity had and maintained a rFianagoment, accounting and information system which 
accounts for the asseis of the entity as required by section 9S(2)(a) of the MFM/A. 


Intcrnat control 



i considered interna! control reisvant to rny suctitof the fti'anoiai statements, annusi 
performance repo it and compliance vvitl'i laws and ragt.{laticns. The matters reported 
below under tfie fundamentsis of iniernal control are limited to the significant 
disficiencies that resulted in the basis for qualified opinion, the findings on the annual 
performance report and the findings on compliance with Is'ws and leguiaricns inctuded 
in this report. 


Leadership 

56. Oversight responsibilities regarding the mioniioring of inleinal controls over financial 
reporting, compliance vdlh applicabte laws and regulations were rtot adequately 
pieiformed. This resuite'd in materia! niissialernent in Ihe annual financial staleinents that 
were submitted for audit, non coiTjpiiancs’vith applicable iaws and regulations and also 
resulted in the information presented i.n the report on predetermined objectives, not 
being valid, accurate and complete 


Financial and performance mar^agement 

57. The municipality has not implen'sented adequate review mechardsms to en.sure the 

report on predole tmined objectives and the annual financial staterrients are reviewed for 
accuracy and completeness prior to submission for sudit 


Governance 

5S. The rnunieipaiUy has an audit committee and interna! audit unit in place. The 

recommendations of the audit committee and internal audit unit are not adequately 
addiessod by management and vdlf therefore have a negative impact in addisssirjg 
control deficiencies that exist in the municfpsiiiy’.s ccritrol envirortmerri 



OTHER REPORTS 
!s:V05tigalions 

i59. ill (he prior year, a forscisto investigaviori wes 
presented to rnanagenvsni and -he council. 
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ilie Uoiimiitcee operates iri teriiis of section 166 of tbe Municip-ai Finaiice 
Management Act Act No. 58 of 2008 a.iid: has eiideaivonred to comply 

with its respconsibilitles arising from those requirements. 

Ihe Aiiictioii o-r the Audit Committee (hereinafter referred to as the Coiiirmtteel 
pnmanly, is to assist the Nlconkohe Municipality (hereinafter referred to as ‘tlit., ^ 
Council) in discharging its duties relating to the: 


saieguaFcling oi assets ^ 

^ iniplementatron of adequate control systems and processes and 

The preparation of mianciai reports and statements, 

‘file Committee has performed its duties according to its terms of reference in the 
lorrn of an Audit Committee Charter which stipulates amongst other issues the 
pririiarj/' purpose of the Comniitteej which is: 

'fo monitor the integrity of the CounciFs financial statements and 
anriouEcements relating to its finsiicisd performaiicej reviewing signifiosu ) 
rep'Orting iinanciai reporting tud.geriients. 

lo r&vi6dv iho dii&c'CjiV&ri'TSS oi Ui(T Ojiuicir'^s uitdrusii ojutrcis siid risk 

ulS.ilS.jS'olllSilt Sy StCiilS ^ 


iO LiihJliilU 
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ilie Committee iias no executive function and its primary objective is to review 
and challenge rather than assume responsibility for any matters within its remit. 


Compositloe of the Aiidlt Committee and Attendaace of Meetings 

The Committee was constituted during March 2010 and held its first meeting in 26 
April 2010. Currently the Audit Committee is composed of four (4) members and 
doubles-up as a Performance Committee with Mr Ronnie Ortiieb> one of the Audit 
Committee Members, as its chairperson. 


Sittings of Anidit Committee 


The Committee should meet at least four times a year as per its approved terms of 
reference. However, Audit Committee could only sit for three meetings during the, 
year under review as outlined hereunder: 


Name of Member 

No= of Ordinary Meetings Attended 

LM Qupe (chairperson) 

4 

R. Ortlieb | 

4 

R J Hill 

3 

T. Labase 

4 


AtteMaEice of Audit Committee Meetings 
The committee meetings were attended by: 

® The internal audit manager, 

® The Municipal Manager 


° Senior managers and 



o Officials from the Department Local Government & Traditional Affairs 
Co=SoureMg of the InteEiial Audit F'uutctioe 


To beef up the capacity of Internal Audit Unit a service provider- Sizwe Ntsaluba 
Gobodo was appointed for co-soured fiinctioning which commenced in March 
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(c) Paragraph 2.2.5: The amounts of R725, 657.94 M and R512,827.736M give an 
incorrect Impression eg the former figure could be viev^ed as seven hundred and twenty/ 
five thousand six hundred and fifty seven mliilon rand. 

12. Page 26: Seymour waste site Is shown as not operational {operational). This cannot 
be correct as it cannot be both. 

13. Page 27 paragraph 2.3.3: Should columns 4 to 7 not cross cast to 15 260? 

14. Page 28 table 2.4.3. Should the 3rd column not add up to 100 %? The last column 
Indicating %s is not understood. 

15. Page 30. Is table 2.7 correct? 

16. Page 34: The income from service charges, fines and other revenue is substantially 

iower than than that budgeted. What is the reason for this. Was the budgeted figure of 
R1 1 m for interest earned realistic? ) 

17. Table 4.3: The cents in last column of middle row should be scrapped. 

18. Page 35: is the last row of figures correct? 

1 9. Page 35 para 4.4 second sentence seems incomplete. 

20. Page 35 table 4.6 Is not understood. 

21. Page 36 par 4.7.1 states that 2 meetings were held yet the table indicates 
otherwise. There is also no mention of the A-Gs presence/ absence. 

22. Page 41 para 5.6 indicates a lack of will to implement the anti corruption policy. No 
plan of action to address this shortcoming is given. 

23. Page 42 para 5.8.1 : Change the word wee to were in third line. ■'■■■ 

24. Page 45 information (a). if the total population is 127 215 and there are 29 62.^ 
under the age of 14 it cannot be correct that the total number of voters is 1 10 620. 

(b) Column 5 totals up to 108 1 89 persons which does not tie up elsewhere. 

(c) Column 6 is incomplete. 

25. Page 46 last 2 columns have no headings. Section 3 Debtors analysis figures seem 
to be misstated. 

26. Page 48: Latter part of page appears to be incomplete as does most of page 49. 

27. Page 50 section 2 is Incomplete. 
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The case of SCM deviations 


Eoliancernent of capacity v/ithin the SCM unit 
® Vetting of employees and suppliers 
® Contract management 
Review of policies 

® Reconciliation of billing and valuation roll 

® Review of cash up processes and updating of procedure manual. 

iBiemal Audit Unit f- 

The Internal Audit Unit did not operate at full strength for greater part of the yea. 
under review; however, two employees have since been employed from March 
2012 

It is strongly recommended that unit be strategically capacitated to enhance its 
effectiveness and in supporting the Municipal Manager and Senior Managers. 

Findings are detailed in the minutes of Audit Committee Meetings 

Siimmary of recomimeadations, 

® Internal audit recommendations be implemented 

® Action plans be developed to address internal audit findings , ■ 

® Management comment be documented and executive management lu 
comment on the findings prior tabling to the audit committee 

® Council to note the Audit Committee Report. 



M. Qiipe 


'The Audit Committee Chairperson 



NiCONKOBE MUNICIPALITY? REPOMT OF THE AUDIT COMMITTEE 
AimiE^I report asid comiiiieiits ^ei Auditor GenemFs repiort 
Role of Aedit Committee 


The Committee operates in terms of section 166 of the Municipal Finance 
Management Act (MFMA), Act No. 58 of 2008 and has endeavoured to comply 
with its responsibilities arising from those requirements. 

The function of the Audit Committee (hereinafter referred to as the Committee) 
primarily, is to assist the Nkonkobe Municipality (hereinafter referred to as the 
Council) in discharging its duties relating to the: 

® safeguarding of assets, 

® Implementation of adequate control systems and processes and 

® The preparation of financial reports and statements. 

The Committee has performed its duties according to its terms of reference in the 
form of an Audit Committee Charter which stipulates amongst other issues the 
primary purpose of the Committee, which is: 

® To monitor the integrity of the CounciTs financial statements and 

announcements relating to its financial performance, reviewing significant 
reporting financial reporting judgements. 

® To review the effectiveness of the Council’s internal controls and risk 
management systems. 

® To monitor the effectiveness of the internal audit function and review its 
material findings. 

To oversee the relationship with the internal and external auditors, including 
agreeing the latter’s audit fees and terms of engagement, monitoring their 
independence, objectivity and effectiveness. 

Firstly, th® aiioyai rapost was not tabled within 7 montha of tha el©sa of the 
finanelai vsar . 
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b pOpLiiSiuOn TSlfe 20001. 2002 [fiOCi'rOO'O 

4. “:^: hgvv Gi&.i’iy jobs w&rs oi'&aisd? To that .’•roai'a^sd to oroaca [ob 

abP'GtL[n[Li6s.r la too gstieraf a acatsmsnt. it aiioald be speoifio. 

t; Kage 2:0 :( a) Treiids on tu-fef personnel expsE'iditfji’te table does not have hesidlEiCis 

а. i*fd Is thus not uticierstood. 

б. Fags 20: (b) Sesiior onlelaJs i¥ages and benefits should read safajiss c-nd benefits, it 
sho^yfd also state that,” the schedule EBfIects monthly ernolumet'E'cs”. 

7. Page 21 paragraph 1.3.7: Last seiiterice should read perforirtanc© audit oon'ft'nrttee 
not audit pef'formance committee. 5th ilne should read dedicated not dedicate. 



nnest to discuss PfviS issues. So this statet-nesre is not coiTeot. 


nox 


S. ParagE''aph 1.3.8, point 1: FIe'sx cofum.n- should this not perhaos resid "143 va-caa'icie-s 
agaisist 3/3 posts". 

Second cofurnn: cut of 124 positicms many positions were filled. This statement is 
incomplete. Should it not be more specific? Should it not read "of the 124 
positions acIveETised...". Should the actual nuETtber positioEts filled also siot get stated? 

9. Page 23 para 2.1.3 item 2: The Individusil ‘figures ce'oss cast to 21 158 ‘wheresES 
columEn 1 shows 2Erf 158. Oe-iS of these Is incGfrect. It -shows incoEisIstencies in ‘the report 

10. Page 24: Fii'st iine should peE'haps saad pole mc-Ejn'ted ‘transfOErneia. 

SecoE-id liEie; Mo est[Er[a:ted oos'ts Ea'flecesd ‘for high mast ligh'ts at Hillside asid (vevv Towi't. 

1 1 . KS-gES 2-5: '8') it is S'lSctecI that all hOLsseholdeE’S hstve access ‘to QE'a.vei or sfiEtacad 
i'oacis yet ‘the 'caJbTe belov/ sl'icws that 40% do not have access. 

:b) i afcie 2.2.4 is not u[';cs['stooo eg ■thlE'd coiuEmn reflects 1424.53. 189=82 sind 40 550, 
■/v'hat ai'e these YigLves reyi’esehtli'ig'? Piso the last cciEirnn is i'ot ui'dersto-cd. 





'wGriimiinic^non 


’:^-£acus of mtem&i sudit 


Tlie mterstai audit has e^iecuted a suhstaELiial 


arnount of their audit man 
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3‘!. Regarding the prsdeiermEneo! oblaotfve-s, thet'e are subsEanttel shorcooniings 
revealed. 

s 32. Pars. 46 ^ A-G report: Did or did not Internal Audit fcnction as required, it appears 
that It did NO E if one reads the whole nsrerjtrenh. 


that it did NO e if one reads the whole paragraph. 

33. PaE's. 46 StHd 47 of /k-G. report doss not give a favoura.ble impression of internsil Audit 
which msitter should be UE'geritly addressed. 

4. PsE'a 54, 4th bullet: This aspect is agahi urrfavourably reported on and reflects badly 
El the audit cornmlttee. 


5. In view of the numerous negcitivs findings ventilated Iei tli© A-G E'eport It is dearly 
videEit that internal control and eWeetive (eadsE'shlp is severely ISiCking. 

36. Why was the audit conirrifttee not made aware of the foreEisic audit that was 
LiEides'iakeEi during 2010/ 2011? Surely this should have passed our haEids. 

37. The messacge frcEii the NEDA CEO (aaitiustl repod) is Eiot signed. 

i38. Shofilct the P'eifoiTnasioe .AgE'eements not get signed by the ernpfoyees a.s 'well? 

33. Page 18 of the Fenorinanoe Pvta.naigemerit Policy FEa:niewoEl< doounient seems 
incomplete. 

40 . On pages ‘i-O — 64 , the Perforrnsnce Pi&n of the Stt'ttegic rfsnning and LED iVic-ncger is set 
cut. ! here £re mciiy srses ov uriQsr'c.chEeveiTisnt ot p6i‘tonii5.u05 gcfis *iici 3- stsudsrd answer 
Eppes-i's to be thcit there wss no Pudgiet svsfleble. The btidget niLiSt be cc-nsldered Pefoi'e hPfs 
ere cut in Perfcrmence F!?.ns so this is not e suitebie resscn for under-oerfc-ivnence. 




42. ! he same applies to the Corporate Services Manager ( pages 67 ~ 70 of the draft annual 
report }. 

43. This also applies to the CFO's Performance Plan on pages 70 - 74. 


A°G Audit Report 2011/2012 

This does not make good reading especially as many of the issues raised are 
a repetition from the previous years(s). Given the fact that we (!A and AC) have been 
operational for a considerable time, the fact that we do not meet regularly as required 
and the numerous issues raised by the A-G, some repetitive, raises the question; 

1. Has Internal Audit and the Audit Committees added value to the municipal affairs of 
Nkonkobe Municipality and are they professional in their attitude? 

2. Does internal audit have the support of management seeing that the issues rals'=^c"' 

are recurring? > 

3. Are action plans monitored on a quarterly basis BY THE Accounting Officer? 

4. Does internal audit have a plan of tracking implementation of recommendation 
through follow up audits? 

5. Is the functionality of the Internal Audit and Audit Committee assessed regularly and 
reported to council. 

We need to look honestly at this. I feel that we v^l! be found wanting. Remedial actions 
should be put in place to ensure that the municipality does not have recurring findings. 



